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| HOW FAR AWAY IS 
YOUR “BREAK-EVEN” POINT? 











Sales are up, sure. But, in most cases, 
costs are up even more. In fact, so heavy 
is the burden of operating overhead 
today that a slight slump in sales might 
find many firms at the “break-even” 
point—if not below it. 


That's why alert management men are 
demanding as never before facts, facts 
and more facts . . . complete, up-to-the- 
minute information on which to base 
sound decisions .and plan successful 


strategy. And that’s one important 
reason for stepping up the mechanized 
efficiency of your office and accounting 
procedures. When you replace obsolete 
equipment with modern Burroughs 
machines, you get today’s facts today. 
And your people do their work in less 
time, with less effort, at less cost. 

Why not talk it over with your local 
Burroughs representative? Burroughs 
Adding Machine Company, Detroit 32. 


WHEREVER THERE'S BUSINESS THERE'S Burroughs 


THE MARK OF SUPERIORITY 
IN MODERN BUSINESS MACHINES 
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AUDITORIALLY SPEAKING 


NOMENCLATURE 

S a student of finance and consequently being interested in account- 

ing and auditing, I read and hear a great many discussions, pub- 
lished and carried on by professional practitioners in these allied fields 
One of the less important things that has caught my attention (though 
I think it has importance in its place) is the seeming difficulty they have 
in determining just what terms should be used in referring to them- 
selves. 

There seems to be an accepted, but somewhat baffling, interchange 
ability in the use of designations. For instance, the public accountant 
is variously stated as being “outside accountant,” “outside auditor,” 
“public auditor,” “external auditor,” and so on. Similarly, the internal 
auditor often becomes in speech and print, “inside auditor,” “company 
auditor,” or, simply “the auditor,” etc. 

The practice occasionally leaves one at a loss as to who is referring 
to whom; and I suggest that public accountants and internal auditors, 
whose watchword is accuracy of statement, be more precise in referring 


to themselves, orally and in print. 
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National Méchanized Accounting 





revolutionized bank accounting procedure 


See what it can do for you! In a single 7-second operation, a 
complete record of your savings deposit or withdrawal is 
printed by the National Window Posting Machine in the 
passbook, on the ledger card, and in the bank’s journal. A 
miracle of speed and accuracy! A miracle repeated in thou- 
sands of other businesses of every size and type. Where |} ee : ee en 


National mechanized accounting systems are speeding work ae 
and cutting costs up to 30%! 


Let your local National representative check your set-up, : re eee 
, : ~~ F (ASH REGISTERS » ADDING MACHINES 
and show possible savings. No cost or obligation. And ACCOUNTING MACHINES 


remember: Every National installation is tailor-made to the al? e oe | 


lient's own particular requirements 


THE NATIONAL CASH REGISTER COMPANY, DAYTON 9, OHIO 





THE PRESIDENT’S PAGE 


HE year 1941 is not only a significant one in our military history but 

also an historical one that means much to the internal auditor and 
his future. It was in 1941 that Doctor Brink, after extensive research- 
ing, published the first book treating exclusively with internal auditing. 
It was also in 1941 that a small group of internal auditors from repre- 
sentative companies banded together to organize Tue InstituTE or IN- 
TERNAL AUDITORS. 

Prior to 1941 internal auditing was largely one of many functional 
activities necessary to the successful operation of a business. In some 
business organizations its worth was recognized to a greater degree than 
in others. But regardless of the extent to which it was recognized, or 
whether it was maintained as a clerical and policing activity or utilized 
as a managerial service agency on a par with present day concepts, it 
was still just plain internal auditing. There probably were as many 
standards of practice as there were internal auditing departments. There 
was no authoritative standard that one could use to measure his own 
performance. There were no text or reference books that one could refer 
to for the purpose of learning how other internal auditors were func- 
tioning. It was in 1941 that internal auditing ceased to be just a clerical 
function. That year marked the beginning of monthly meetings for 
progressive internal auditors, regional meetings for larger groups and 
annual conferences whereby all interested practitioners could get together 
for an exchange of ideas and effect a reconciliation of concepis. 

This significant year will go down in history as the year in which a 
new profession was born. It makes little difference what the qualitative 
character of internal auditing may have been prior to the organization 
of Tue Institute, there were no authoritative standards; and you can- 
not have a profession without recognized standards of performance. 

While general and basic principles were established at the time Tu 
INsTITUTE was formed, it was not until the fall of 1947 that these had 
become sufficiently refined and proved to permit public release. 
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ES, he és a card to the Bureau of Vital Statistics of the City and 

State in which he was born. On that card, like the one illustrated, 
have been punched little oblong holes. This card, punched and 
processed by IBM Machines, gives the facts about John Edward 
Caswell, Junior, just as similar cards give the facts about every other 
citizen born in that progressive city and state. 
IBM Electric Punched Card Accounting Machines and Methods are 
the accepted means of providing statistical or business facts of any 
kind. All phases of accounting are performed by IBM equipment 
quickly, accurately, and economically. IBM Cards can be designed 
to meet any accounting need in your office. They can give you basic 
accounting data as well as the statistical facts that insure sound 
managerial decisions. 
If you want these current, accurate facts about your own business, a 
representative from the IBM office nearest you offers this service. 





ELECTRIC PUNCHED CARD ACCOUNTING MACHINES 
IB M PROOF MACHINES...SERVICE BUREAUS...ELECTRIC TYPEWRITERS... 
TIME RECORDERS AND ELECTRIC TIME SYSTEMS 


International Business Machines Corporation, World Headquarters Bidg., 590 Madison Ave., New York 22 
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The Research Committee of Tue Instirute, after extensive research 
and a canvass of the membership, developed a statement which sum- 
marizes the combined and composite thinking of its members. This 
statement defines internal auditing and sets forth the duties and respon- 
sibilities of the Internal Auditor. It is the Internal Auditor’s “Magna 
Charta.” It provides him with a yardstick to measure his own standard 
of practice, puts management on notice as to the quality of service it 
should receive and makes available to educational institutions authorita- 
tive concepts and fundamental principles necessary for establishing 
courses on Internal Auditing. 

It is our duty to see that this official statement is placed in the hands 
of every internal auditor, whether or not he may be a member of Tue 
Institute. We should also see that copies of this official statement are 
made available to as many members of management as is possible. In 
fact, each member should consider that he is a committee of one to see 
that as wide a distribution as possible is made of the official statement. 
And then he must do everything possible to bring his own standard of 
practice into harmony therewith. We must do more than give this state- 
ment mere lip service. We must prove to management, the public ac- 
countants, and educational institutions by demonstrated practice that this 
official statement truly represents the standard of our professional prac- 
tice. A profession is judged by its composite standard or the average 
level of performance attained by its members. A few members operating 
at a high level will not be sufficient ; all must execute their duties in har- 
mony with established standards. 

To assure this objective we must exert every effort to interest prac- 
ticing internal auditors in Instrrute membership, encourage educational 
institutions to offer internal auditing courses, and initiate and support 
Chapter study groups, forums and similar activities so that those inter- 
ested in expanding their knowledge of internal auditing may be provided 
with that opportunity. 

—E. H. C. 














PRINTED PROOF ON TAPE 


Only the Printing Calculator 
multiplies and divides auto- 
matically, adds and subtracts 
—and prints all factors and 
the answer. 
Fast touch method operation 
is natural on the compact 
10-key keyboard. Simply enter 
the figures as you read them 
. the machine selects the 
proper columns automatically. 


« ONE-HAND CONTROL « COMPLETELY ELECTRIFIED « MULTIPLE USES 
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See for yourself how “Smart 
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chines Division, Dept. IA-3, 
315 Fourth Avenue, New 


York 10, N. Y. 
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AUDITS OF OPERATIONS" 
By ARTHUR H. KENT 


GENERAL AUDITOR, STANDARD OIL COMPANY OF 
CALIFORNIA 





M,. Kent received his education in Liverpool, England and, after com 
pleting his courses at the Liverpool College and Teachers Training College, 
he engaged in educational work in England, and later, in New England. 

Mr. Kent entered the service of Standard Oil Company of California 
in 1917 and has been in charge of all company auditing since January, 
1931. Formerly he had held the positions of Chief Clerk in the Seattle 
Office, Editor of Marketing and Producing Department Office Manuals 
and had been a member of Survey Committees. 

Mr. Kent is a Charter Member of the San Francisco Chapter and 
was its 1945-46 President. He is also a member of Tue Institute's Board 
of Directors. 











[ SUPPOSE that the natural opening for this paper is to state what I 
4 conceive an “Audit of Operations” to mean. The simplest way to 
accomplish this is to contrast its objectives and uses with those of a Fi- 
nancial Audit. 

After I have done this, I shall outline the approach and methods 
used in such an Audit, and describe in some detail specific subjects 
which lend themselves to this type of auditing. 

Quite naturally, much of the detailed material which I shall pre- 
sent will be drawn from my own Company; but I am sure that the 
over-all objectives and methods used are common to any Company. 

Knowledge of the operations of your company plus your personal 
good judgment will suggest their application to your particular situation. 


DIFFERING OBJECTIVES OF “FINANCIAL” 
AND “OPERATING” AUDITS 


When we speak of a “Financial” type of audit, we recognize that 
its primary purpose is the verification of the accuracy of the detailed 
records — both as to “mathematics” and “account distribution.” 

Since the figures shown on these records, after passing through a 
series of consolidations, ultimately become the Financial Statements 
of a Company, it is, of course, highly important that their integrity 
be verified. 

In the main, this phase of Internal Auditing is a service to Fi- 
nancial Management. 


*Paper presented at a meeting of the Los Angeles Chapter 
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On the other hand, that auditing to which we refer as an “Audit 
of Operations” has as its paramount objective the determination of the 
degree of the efficiency of operations. 

Although of interest in certain cases to Financial Management, it 
is of principal interest to Operating Management. 

It should furnish information that will enable this latter group to 
discharge its responsibilities with a fuller knowledge of actual condi- 
tions. 

In actual practice, “Financial” and “Operations” audits are seldom 
separate engagements, and many of the working papers and much of the 
basic data accumulated in the “Financial Audit” are made use of in the 
“Operations” Audit. 

The essential difference is the viewpoint applied to the material. 

Examinations of specific subjects may be made in their entirety 
-necessary information is obtained for “Financial” purposes; and then 
by virtue of the change in viewpoint the samie material — with certain 
additional analyses — provides the necessary conclusions as to operating 
efficiency. 

The Auditor, so to speak, wears “mental bi-focals.” Through one 
portion of the spectacles he sees the figures from a strictly verification 
aspect, and through the other he recognizes their “Operating” signifi- 
cance. 

His auditing then should produce: 

1. “Financial” audit data 

2. Information entirely of an operating nature 

3. Certain findings which have both “financial” and “operating” 

aspects 

The foregoing remarks should indicate the objectives and general 
nature of the audits that form my subject. 

A very large proportion of the internal auditing in my Company 
involves such audits. They take place in such differing Departments as 
Marketing, Producing, Transportation, Pipe Line, Natural Gasoline, 
Manufacturing, Purchasing, Transportation, etc.,—as well as in vari- 
ous of our Subsidiary Companies. 

Obviously, since space is somewhat limited, I cannot give you a 
complete coverage of subjects we study; but I think that I can offer 
some typical ones, and ones which will suggest our approach and methods. 


OPERATING FACTORS IN A MARKETING 
DEPARTMENT AUDIT 
Our Company is one that expects to be operating for many years 
to come; and our business is such as to require frequent and continued 
sales to its customers. 
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Hence, one of its most important Assets (even though it does not 
appear on the Balance Sheet) is a “thoroughly agreeable relationship 
between Company and Customer” —-a belief on the part of Customers 
that the Company appreciates their business and will do everything 
possible to satisfy them. 

Any impairment of such relations is a blow at the very business 
life of the Company. 

Hence, it is a vital subject of interest to Operating Management 
and a highly important part of a Marketing Operations Audit. 

There are many subjects which the Auditors examine that involve 
matters of definite interest to the Management of this Department. 

They include: Various operations that may affect trade relations, 
adherence to policies, such as those involving extension of credit, col- 
lection and safeguarding of funds, and merchandise —so as to limit 
losses. 

Let me outline our approach and methods in regard to such matters. 

Matters Arrectinc TrapeE Retations. Such matters would in- 
clude invoicing to customers, keeping the books of account, and hand- 
ling correspondence with customers. 

Invorcinc. In our Company, to a very large extent, the driver 
draws the invoice and presents it to the customer, coincidental with 
the delivery of merchandise. 

Copy of this invoice is sent to the Main Office, where it is checked 
as to price, extension, and addition. If found in error, a “Corrected 
Invoice” is mailed to the customer. 

Now, our Operating Management feels keenly that if an abnormal 
number of such corrected invoices are issued, our customers become 
annoyed — and this annoyance may disturb those pleasant relationships 
which are essential to retaining customers. 

Hence, in each Marketing Audit, we make recapitulations to de- 
termine the ratio of error to total invoices. 

We subdivide these statistics — so that specific remedial action may 
be taken and instruction may be given. 

BookKEEPING. In addition to the Financial verification of the 
accuracy of Accounts Receivable, we search for conditions that, as in 
the case of invoicing, may disturb our customers. 

If a Monthly Statement is issued to a customer that contains charges 
for merchandise which he didn’t purchase, or fails to include credits for 
remittances which he has made — we feel he will, and has a right to 
be, annoyed. We do not wish him to feel that way toward us. 

Our circularization of accounts will develop some of these conditions, 
if they exist, as well as possible complaints as to service rendered. 

Furthermore, we make a detailed examination of a sizeable cross- 
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section of the individual ledger accounts, and tabulate various statistical 
analyses. 

These, and other studies, enable us to judge the quality of our 
bookkeeping. 

CusTOMER CORRESPONDENCE. It is a requirement of our Company 
that all communications from our customers be replied to promptly, 
intelligently and courteously. 

We examine certain registers which are maintained, as well as a 
cross-section of the correspondence files to determine the promptness 
and quality of customer correspondence. 

Crepit Poticres AND CoLLECTION or Accounts. Test studies are 
made as to adherence to policies affecting lines of credit, terms, etc. — 
as well as effectiveness of collection activities. Studies deal with indi- 
vidual stations, and not merely with the District as a whole. 

These are factors beyond the mere aging of accounts, propriety of 
reserves for bad debts, etc. They involve operations essential to the 
successful prosecution of the enterprise. 

TRANSMISSION AND SAFEGUARDING OF CoLLEcTIONS. Beyond the 
reconciliation of accounts and funds, we must know whether methods 
and practices are sound. Safeguarding against losses is not the only 
reason for this auditing. 

Transmission of funds from stations must be prompt not only in 
order that they may be deposited early, but that customers may re- 
ceive immediate credit. 

In and out of all these verification procedures there runs a variety 
of factors which affect good operations and Company profit. 

DIsBURSEMENT OF Funps. Many of the examinations center around 
the principles of safeguarding, decentralization, proper approvals, adher- 
ence to policies. 

These have both “financial” and “operating” aspects. In addition, 
various types of disbursements affect correct relationships with em- 
ployees, commission agents, vendors, and Government bodies. 

Operating Management is very much interested in the maintenance 
of a high standard of such relationships. 

Controt Over MercHaANpise. This is one phase of our auditing 
which is primarily Operating auditing. 

Of course, we are interested in the correctness of the inventory 
figures, but that is only a relatively small part of our studies. 

From a Company standpoint we are not satisfied to know that the 
quantities of gasolines and other merchandise shown on the record cor- 
respond to physically tested quantities. 

We must attempt to determine whether the inventories are as large 
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as they should be; in other words, have abnormal losses occurred — and 
if so, why? 

Except for products such as gasoline, any deficiency in inventory 
is improper. For example —if a station had 25 cans of something, and 
they sold 10, they should have 15 on hand. If they haven’t, you know 
there is an improper loss. 

But gasoline (if “accounted for” largely on an “atmospheric tem- 
perature” basis) produces an entirely different situation. You must deal 
with evaporation, contraction, expansion, etc. If you have 25,000 gallons 
to start with, and you sell 15,000, you most certainly will not have 
10,000 left. 

So you must endeavor to make a reasonable segregation of a loss 
indicated by the records — as between non-controllable and controllable 
factors. 

After you have made approximations of evaporation, you set to 
work to study the remainder of the loss. 

I shall not attempt to discuss this. But our studies should enable 
us to report to Operating Management, as to whether or not their Field 
representatives are adhering to the instructions that have been issued 
in the interests of safeguarding merchandise; whether or not abnormal 
losses are investigated promptly and intelligently; whether or not Field 
Management has a due appreciation of the subject, and are aggressive 
in their administration of it. 

There are other operating factors in our Marketing Audit; but I 
believe what I have described will be sufficient to indicate the approach. 


OPERATING FACTORS IN AUDITS 
OF OTHER DEPARTMENTS 


I should like now to mention some subjects for operating exploration 
in other branches of our business, in the hope that somewhere in these 
outlines you may find something that may parallel features of your own 
business. 

PayROLL AND PersONNEL Matrers. This is a subject, that is, of 
course, common to all Departments of our Company (including Mar- 
keting); and the audit examinations are directed to both Verification 
and Operating conclusions. 

As you well know, Payroll compilation today is quite complicated 
— due to the various deductions, overtime, and special allowance regu- 
lations, etc. 

From a Verification standpoint, we need to know that names and 
amounts shown on Payrolls represent actual employees at work on the 
specific jobs listed and at the authorized rates applicable to those jobs. 
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We also must verify that distributions of Payroll charges as between 
various Capital and Expense Accounts are proper. 

But we also look at Payroll accuracy from the standpoint of Oper- 
ating Management — their interest in employee reaction. 

Suppose that a considerable number of mistakes are being made 
in computations of earnings on each Payroll. Suppose also that the 
Payroll Department is unable — because of the time element in issuing 
the Payroll—to thoroughly check their work until after the Payroll 
is issued. When they do so, they may discover the errors, and make 
the necessary adjustments on the following Payroll. 

From the standpoint of correct payment and distribution, every- 
thing is fixed up. 

But from an Operating standpoint, considerable damage may have 
been done. Employees’ confidence in Company accuracy in this most 
personal and important of all documents to them has been shaken — 
leaving the employee dissatisfied — perhaps skeptical as to whether or 
not previous similar errors have been made which were not detected, 
either by the Company or himself. 

The Auditor, therefore, may compile for Operating Management, 
certain statistics as to Payroll errors. These will throw a spotlight on 
the situation, and result in pressure being brought to bear to take what- 
ever steps are necessary to improve the situation. 

“Overtime” studies too may at times shape Management policies. 

Costs. Here is another subject, common to all of us; and in which 
studies may produce findings which are of interest, from both Financial 
and Operating standpoints. 

Presume that Distribution of Costs is being performed either care- 
lessly or by unsound methods. 

From a Financial standpoint, it is of interest to learn, for example, 
that charges are being incorrectly distributed to “Plant” instead of to 
“Expense,” or vice versa. 

But there is an Operating Management angle: 

Misleading information may have serious consequences. 

Perhaps, as a result of misapplication of charges the Operating costs 
of a specific plant may be under- or over-estimated. 

I recall one instance where there had been serious discussions as to 
whether it was profitable to operate a certain plant. The Cost State- 
ments indicated that the Profit margin was practically negligible; and 
steps were taken to recommend closing of the plant. Actually, the costs 
had been over-stated, and there was justification for continuance of the 
operation. 

That is a Management angle of Costs. 

Drittinc Costs. This is a particularly important element of ex- 
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pense in an oil company, which has an average of over one completed 
well each day of the year; and one in which my Staff has made some 
interesting and quite valuable studies. 

Those of you who are not in the petroleum business will perhaps 
find some parallel operation in your own business. 

The Standard Oil Company of California performs part of its drill- 
ing, and part of it is let out to contractors. 

Comparison of the specific terms of Drilling Contractor Agreements 
with the charges rendered by them is made. From time to time we have 
been able to point out that various expenditures which should rightfully 
have been absorbed by the Contractor have been charged to the Com- 
pany. 

Such a type of study is, of course, obvious and elemental. 

We have, however, made other studies that were so unique as to 
cause some amazement on the part of operating employees. 

Now I do not intend to suggest that we carry on extensive Cost 
Auditing. We do not. In our Company there are specialized groups 
who do this. 

Such audit studies as I have described, evolved primarily from 
examination of safeguard methods and regulation verification of records 
But — because, as stated previously — there is always present in the 
Auditor’s mind the viewpoint of the Operating man, we — so to speak 
spied a side-road that looked interesting, followed it, and the findings 
turned out to be useful. 

Crupe Om Accountinc. This is another phase of our business 
which involves very large sums of money; and in which Operating 
auditing can be valuable to Management. 

For example: the Pipe Line Department receives crude from our 
own Producing Department or from outside producers, and transports 
it over miles of lines to the Refineries. Various records are maintained 
to reflect inventories and movements. 

It may be that audit studies will disclose careless gauging of tanks, 
incorrect data as to temperatures of oils, inaccurate computation of 
sediment in the oil, etc. All of these factors have a bearing on payments. 

If such a situation exists, then the Oil Statements rendered to Man- 
agement will reflect untrue conditions. 

Leaks may be occurring, somewhere along the many miles of lines, 
that are not visible to the line-walkers who patrol the physical system. 
And the Records, which might suggest leaks or possibly thefts, fail to 
do so because of compensating figure errors. 

Hence, Management is unaware of conditions which are vital factors 
in profitable operating. 
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PuRCHASING. Space does not permit of any extensive discussion of 
the many Operating factors that enter into these audits. 

These are aside from such regular auditing as that dealing with 
assurance that the Company is receiving proper trade and cash dis- 
counts, etc. 

We are able to study, to some extent at least, such matters as the 
co-ordination of effort within the Department, and with and by the 
various Operating Departments. 

For example, we may notice a great prevalence of last minute or 
“rush” orders. Appreciating that there are emergencies, it may be that 
in addition there is lack of thoughtfulness on the part of Operating 
employees, which prevents the Buyers from carrying on advantageous 
shopping. 

The subject of competitive bids sometimes is of considerable inter- 
est. 

There are, of course, many angles in Purchasing; and auditing of 
this phase of Company business requires careful, open-minded approach 
and cautious judgment. 

Rerinery. Control of products in a Refinery — so as to detect leaks, 
mixtures of products in the miles of complicated lines; inaccuracies in 
boat cargoes, tank cars and tank trucks —is a tremendous and complex 
subject, but one that pays large dividends 

Our audit studies have been of great assistance to Management in 
developing techniques and equipment that have saved the Company very 
large sums of money. 

Now I could continue almost indefinitely, but I think that I have 
indicated the possibilities of contributions to Operating Management, 
which are inherent in Internal Auditing. 

Ratinc Pian. It is difficult in a general paper to give anything 
more than a very sketchy idea of the aims of our Rating Plan, particu- 
larly of its detailed workings. 

It is used primarily in our Marketing Department, and was de- 
veloped by the Auditing Division at the request of the Vice-President in 
charge of Marketing. 

Its purpose is to compare in percentage terms the efficiency of the 
various Districts as to those operations surveyed in the audit, both as 
to their own performance in previous years and with each other. 

In conjunction with the Audit Report, we issue a Rating Sheet 
which shows percentages of efficiency in each of the subjects examined, 
and the over-all percentage of the District. 

Thus a percentage is assigned to Bookkeeping, Invoicing, Collec- 
tions, Handling of Cash Receipts. Disbursements, Pricing, Stock Con- 
trol, etc. 
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In all, some twenty-five subjects are individually rated to arrive 
at the over-all District rating. 

Various aspects of each of these subjects are covered by an Auditor’s 
Questionnaire, and each question provides for a certain number of pos- 
sible earned points — a grand total of 1000. 

The results have been rather amazing. The psychology of the Plan 
is particularly adapted to Marketing people, who are competitive by 
temperament and training. 

Throughout the years the Plan has been in operation, District Man- 
agers have vied with each other to show constantly higher efficiency 
ratings, and out-rank each other. They administer their operations 
aggressively throughout the year to this end. 

As a result, the extremely difficult conditions of the war-time years 
did not prevent an ever-increasing improvement in the standards of oper- 
ations in the Department. 

The Ratings are followed closely by the Vice-President and his 
General Manager, both of whom are very complimentary as to the Plan, 
and extremely pleased over the results it has had a part in producing 


CONCLUSION 


I have described a number of specific studies that we make in the 
operation audits of my Company. 

Some of them may parallel your problems; other will not 

The illustrations in themselves are not the important part of this 
address. They were given only to make a little clearer the major theme 
The theme is the development of a clear line of thinking — that we can 
and should not only think as “figure men,” but as “Operating men” 
active partners in the business enterprise with which we are associated 

Some of you may be carrying on operating audits of the type I 
have described. Some you may confine yourselves almost entirely to 
Financial auditing. 

If you are in this latter class, you might feel like asking me a ques- 
tion: “What can I do in my Company as to the subject of Auditing 
Operations” which you have discussed ? 

I think I should reply something like this: You may not go as far 
into Operations in your next few audits as I do in my Company. Per- 
haps the nature of your business does not contain as many phases of 
operations as does the Standard Oil Company of California. 

Yet, with the possibilities of operations auditing fixed clearly in 
your mind, you can undoubtedly, from time to time, pass on to your 
Management some analyses that will be useful in producing a greater 
efficiency of operations. 
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Then, as you give them examples, so to speak, of what you can do 
to assist them in operating your Company in the best way possible - 
you may find that they will seek your aid more and more. 

And, where perhaps your Auditing Staff may have been regarded by 
your Management as just another brand of accountants — useful only 
in the matter of checking figures — you will gradually take on stature in 
their eyes, and be looked upon as essential aids to efficient Management. 


FREEDOM FOR INDUSTRY 


American industry, which for so many years remained aloof from the 
American people, either through arrogance or ignorance, has for the past 
15 years done a most remarkable job of hiding its light under a bushel. 
Its enemies, on the other hand, have waxed eloquent and have made seri- 
ous inroads on the thinking of the American people who have come to lay 
their past economic ills directly on the threshold of business and that cur- 
rently maligned and much misunderstood doctrine of free enterprise. 

One basic idea stands out above all others in any discussion of a com- 
petitive capitalism. That idea is in reality the keystone of our society. 
It is freedom—freedom to work as we choose, freedom to compete with 
whom we please, freedom from coercion by any man or group, and, most 
important of all, freedom from undue interference and regulation by gov- 
ernment. I submit that government regulation constitutes the most im- 
portant threat to our economic freedom, because inherent in national gov- 
ernment, and ours is no exception, is the latent power to control and 
dominate every phase of our lives. 

-F. M. Carlson, 


Economist, Dresser Industries, Inc. 
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HE purpose of this paper is to describe an existing Internal Audit- 

ing Program of an integrated natural gas system. 

The natural gas system is comprised of a parent and five operating 
companies. The operating companies produce, purchase, store, transmit 
and distribute natural gas. The Internal Auditing Staff audits all offices 
of the operating companies including five General Offices and thirty-four 
Customer Accounting Offices. The latter range in size from 2,000 to 
325,000 accounts, aggregating in all about 800,000. The total gross 
assets of all companies approximate $280,000,000. 

The over-all objectives of this internal auditing program are to 
afford reasonable assurance to management that: 

1. Financial and accounting policies are carried out. 

2. Assets, liabilities, and income and expenses are correctly stated. 

3. Internal checks and controls are adequate and functioning. 

4. Accounting requirements of regulatory bodies are followed. 

5. Reasonable tests are made for prevention and detection of fraud. 

The audit program functions on a post-audit basis very much the 
same as that of public accountants. It involves a continuous audit of all 
accounts of the operating companies and is coordinated with the audit 
made by the System’s public accountants so as to avoid duplication of 
work. 

The supervisor of the staff is responsible to an executive accounting 
officer of the parent company whose books are audited only by public 


*Presented at the National Conference of Electric and Gas Utility Accountants, Edison 
Electric Institute - American Gas Association, Hotel Statler, Buffalo, New York, April, 
1947. 
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accountants. This arrangement affords the same degree of independence 
to the Internal Auditors as is enjoyed by the Public Accountants. 

The staff is comprised of eight auditors, including the supervisor 
and his assistant. Auditors are usually selected from the accounting 
organizations of the companies and must have a basic training in ac- 
counting theory. Inasmuch as auditors have the responsibility of coping 
with problems of all companies in the system and of working in cooper- 
ation with their operating personnel and managements, prospective 
candidates are carefully selected. We have no specific age limits, but 
normally it is considered that twenty-five or thereabouts is the ideal age 
for placing men on the staff. This allows time for a young man to have 
completed his education and to have gained a few years of experience. 
It also affords time for observation by our accounting officers as we 
consider a good recommendation the first requisite. Theoretical and 
over-zealous auditors can cause a great deal of dissension and, regardless 
of their accounting ability, they can’t do a satisfactory job. Our new 
auditors are assigned to assist the experienced men for at least two years 
before being given an assignment of their own. During that time we 
can see to it that they cover all phases of the work. 

An Audit Manual, the preparation of which was collaborated in by 
our public accountants, prescribes normal procedures to be followed by 
the internal auditors. These procedures are numbered and identified as 
to accounts to which applicable. The auditors are expected to apply 
prescribed procedures where practical, but have the authority to modify 
them if unusual circumstances arise. In such event, however, the auditor 
must show in his work papers any deviations, the reasons therefor, and 
what steps were taken in lieu of those prescribed. In the case of major 
changes, he is expected to contact the supervisor before proceeding. 

The Audit Manual has proved very valuable in many ways. It 
affords assurance that all normal transactions are provided for, assists 
greatly in training new men and affords our public accountants a means 
of knowing what steps are normally taken by the internal auditors. 
While we do not participate in joint audits with our public accountants, 
we do cooperate very closely to eliminate unnecessary duplication. All 
work papers are available to the public accountants and, before any 
audits of General Offices are started by either group of auditors, repre- 
sentatives of both groups meet for the purpose of correlating their efforts. 
Naturally the scope of the public accountants’ work cannot be limited, 
but if they decide to perform procedures normally prescribed for the 
internal auditors we don’t want to duplicate such work. 

The Manual sets forth standard work papers. The most important 
of these are “Procedure Sheets,” “Note Sheets” and “Check Lists.” The 
“Procedure Sheets” show account and procedure numbers and by whom 
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they were performed. This eliminates description by the auditor of the 
steps he took, as reference to the Audit Manual is sufficient. “Note 
Sheets” are used to record all comments, pertinent dates, balances, etc., 
and afford a ready reference as to his findings. Printed “Check Lists” 
contain brief leads to the moves taken in performing procedures. Obvi- 
ously, it is impractical to write procedures in an Audit Manual in such 
detail and in such manner that they could also be used as a tickler. For 
example, the procedure may merely state that “all cash, securities and 
notes are to be counted and reconciled with bank and company records.” 
The various steps to accomplish this may be spread over a month and 
involve numerous bank accounts. The pre-printed “Check List” for these 
operations would read “Count Cash,” “Count Securities,” “Count Notes,” 
“Sort Checks,” “Foot Checks,” etc., and as each task was performed the 
auditor would tick it off. Such “Check Lists” are very convenient for 
many operations involving numerous tasks that are necessarily spread 
over a period of time. 

Schedules of audits to be performed are tentatively prepared several 
months in advance but are available only to the supervisor and his 
assistant. Our offices expect to be audited, but we attempt to vary the 
audit dates as much as possible to avoid regular visits. This is par- 
ticularly true in respect to audits of cash, securities and receivables. It 
is, of course, necessary to plan audits in such manner that all offices 
are covered within a given period and that none will get too far behind; 
but there is enough latitude to instill in the minds of those being audited 
that an auditor may appear any time to audit all or part of their work. 
We are particularly careful to “double back” within a short time to some 
of our small Customer Accounting Offices where the usual internal checks 
are impractical because of the few employees involved. This may appear 
to be an extra expense, but we consider it worthwhile. While our offices 
are scattered, one man can usually cover at least two offices in a day 
for the purpose of verifying cash. 

Inasmuch as we usually perform procedures in offices of the same 
company at varying dates and as there are thirty-nine offices, some of 
which would be visited two or three times within a given period, we do 
not write individual reports for each office. We consolidate all comments 
for all offices of a subsidiary in a report for the complete audit period, 
listing the offices and periods covered and making any remarks consid- 
ered necessary. These reports also indicate whether or not the internal 
auditor eliminated work because the public accountants had already cov- 
ered it; likewise if the public accountants requested the internal auditors 
to perform procedures normally covered by them, this would be so stated. 
Auditors on the job call to the attention of the chief accounting officer 
of the operating company any exceptions or suggestions they deem it 
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advisable to make, in order that changes may be made at once and not 
delayed until writing of a formal report. This is done in memorandum 
form and, if of sufficient importance, a special letter is addressed to the 
management. 

I have attempted to outline the organization of an existing internal 
auditing program and the manner in which it operates. In this program 
the internal auditing staff does not have authority or responsibility for 
establishing accounting principles or procedures. Neither does the staff 
participate in line or current accounting operations, as is the case in 
some companies where all payments are audited as made and checks 
mailed or delivered by the internal auditors. The staff of eight auditors 
is therefore adequate for the work required. The size of this staff is 
dependent also upon our policies with respect to two important phases 
of the auditing program on which I should like to comment briefly. 

Circularization of customers’ accounts receivable for verification 
is probably one of the most controversial issues involved in formulating 
an auditing program. This subject cannot be considered lightly, as a 
lot of money can be spent on this one phase, and its effect upon cus- 
tomer relations should not be underestimated. Our circularization is 
limited to where service has been discontinued and accounts are still 
due accounts. Our public accountants circularize a very small percentage 
of active accounts in conformity with recommendations made by The 
American Institute of Accountants’ Committee on Auditing Procedure 
in “Statements on Auditing Procedure, Bulletin No. 14” issued in Decem- 
ber, 1942. We do, however, have the internal auditors mail bills at least 
once a year from small customer accounting offices where the same clerks 
handle accounts receivable ledgers and collect money. In that process 
the auditor makes certain that unpaid amounts are shown on the current 
bills. He also-contacts collectors to ascertain if all overdue accounts are 
placed in their hands, and, if not, he determines that there is a legitimate 
reason for not applying the usual collection routine. 

Another important phase is inventorying of material and supplies. 
Our auditors make spot-checks of important items and observe the 
companies’ methods of taking inventories. We are more concerned with 
the system and are “on the fence” as to whether or not independent inven- 
torying is practical. One of our companies has been experimenting with 
an independent inventory crew under their own supervision, but due to 
the general supplies situation the crew has been used mainly to assist 
in facilitating the flow of material and complying with priority regula- 
tions. It will be some little time before definite conclusions can be 
reached as to the value of this effort. If it is decided that inventories 
should be on an independent basis, it may logically follow that the in- 
ternal auditing staff should control this function. 
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In conclusion I would like to say that we are continually examin- 
ing our internal audit procedures and policies for the purpose of effect- 
ing changes as conditions or experience indicate the need. I do not 
believe, however, that we are likely to change our basic policy of func- 
tioning on a post-audit basis; i.e., sticking strictly to looking over the 
other fellow’s work. I do not want to give the impression that we do 
not cooperate with our accounting organizations in the solution of prob- 
lems, because we do. We participate in accounting committee work, 
particularly when our knowledge of practices followed in all of the 
companies can be of help in developing uniform solutions or procedures 
for the entire system. We are represented at annual meetings of our 
chief accountants for the purpose of keeping up to date on their problems 
and assisting in their solution. And last, but not least, in the selection 
of auditors and in the operation of the audit program we are mindful of 
the fact that our Internal Auditing Staff can and should function as a 
training ground for future financial and accounting executives. 


SERVICE 


Victorious roman legions, left behind to rule a defeated Spain, built 
an aqueduct in Segovia. This was in 109 A.D. And for 1,800 years 
sixty generations—that aqueduct carried sparkling water to hot and dusty 
Segovians. 

About the turn of the twentieth century, thoughtful Spaniards de- 
cided that the aqueduct should be preserved for posterity and so should 
be relieved of its age-old labor. 

They laid modern pipelines and stopped the flow that for years had 
gushed and gurgled overhead in the aqueduct. 

Shortly thereafter the aqueduct began to fall apart! The blazing 
sun dried the mortar and made it crumble. Its stones sagged and fell. 
Soon it lay in ruins. 

What ages of service could not destroy, idleness rapidly disintegrated. 


—The Mission Pili 
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WV BEX I was asked to discuss the subject of “Methods Planning 

and Control,” I had considerable misgivings as to what I could 
tell auditors about methods. I couldn’t help but remember the nu- 
merous times when the records and functions for which I was responsible 
had been subject to audit. I think I may safely say that they have been 
audited by experts — both the internal and the public. Naturally, then, 
I have a very healthy respect for your knowledge about accounting and 
office methods. 

However, there has been a rather recent development in the con- 
cept of the methods problem. That is the trend toward the use of a 
centralized methods staff in industrial companies, especially in the field 
of accounting and office systems and procedures. I propose to tell you 
something about the functions and responsibilities of such a staff and 
how it might be organized; sketch in some applications; and discuss 
briefly relationships between the methods staff and the internal audit 
staff. 

Obviously, there is nothing new in the idea of office and account- 
ing method analysis. All accounting and office work is accomplished 
with the aid of pre-determined systems and procedures. Each member 
of an office force from the highest ranking supervisor to the junior clerk 
is utilizing some method in connection with his work. Continual day- 
to-day methods analysis of some sort is going on in all offices of any 
Company. By its very nature, methods work in its primary concept 
is decentralized and will continue to be decentralized. It is a natural 


*Paper given at a meeting of the San Francisco Chapter. 


26 


4 


Methods Planning and Control 27 


question, then, to ask: “Why the centralized methods staff? What is its 
purpose and what are the advantages to be derived ?” 


FUNCTIONS AND RESPONSIBILITIES OF 
CENTRALIZED METHODS STAFF 


In seeking an answer to these questions, let us briefly examine some 
of the functions which can be performed advantageously by a centralized 
methods staff. They include: 

1. Systems studies throughout the various divisions and sections of 
the Comptroller’s Department and any other departments concerned with 
accounting, to effect economy in performing accounting, statistical, and 
clerical work in accordance with accounting policy. 

2. The development of office and clerical standards thereby meas- 
uring the reasonable economy of work performed. 

3. Co-ordination of methods among the various offices to promote 
uniformity and standardization for like kinds of accounting and clerical 
work. 

4. Determination of the need for and application of mechanical 
office equipment such as “punched card” accounting machines, book- 
keeping machines, calculators, adding machines, typewriters, check 
writers, etc. 

5. The designing of office lay-outs to promote space utilization and 
efficient flow of work; the use of functionalized office furniture and 
equipment. 

6. Development and operation of a forms standardization program 
serving as a central clearing house for the design of forms and the control 
of orders for stationery, forms, and supplies. 

7. Preparation of procedure manuals for general application through- 
out the accounting and clerical offices. 

8. General research and development work in connection with spe- 
cialized accounting and clerical methods; keeping abreast of improve- 
ments in methods as developed by others. 

The above functions most generally will be found applicable to 
methods staff work. However, because of the nature of these basic 
functions, other closely related responsibilities may often be combined 
to advantage. Some of these additional responsibilities are: 

1. Organization planning for the Comptroller’s Department and its 
accounting and clerical offices. 

2. Manpower control statements and forecasts of personnel require- 
ments. 

3. Accounting and clerical job appraisal and valuation, within the 
company’s approved policy. 
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4. Development and co-ordination of induction, training and rating 
programs for accounting and clerical employees. 

I am sure you will recognize all of these functions as operating 
within your companies, although the idea of consolidating them under 
a centralized staff may be new to some of you. 


ADVANTAGES OF CENTRALIZED METHODS STAFF 


The major advantages to be expected from the centralized methods 
staff are, I believe, as follows: 

1. Financial savings by promoting uniform and efficient methods. 

2. A higher degree of accuracy and reliability of figures and sta- 
tistics. 

3. The promotion of more modern mechanized accounting applica- 
tions and techniques should result in more comprehensive and pertinent 
figures and statistics for operating management; in short, more and 
better “tools.” 

4. The scientific design and the adequate control of stationery forms 
should result not only in printing and storage savings but should likewise 
promote saving in time of clerical and operating employees in their 
preparation. 


ORGANIZATION AND PERSONNEL OF 
CENTRALIZED METHODS STAFF 


The success of the plan is almost entirely dependent upon the calibre 
of the personnel and the recognition that the staff is given in the organ- 
izational set-up. Where methods staffs are presently in operation they 
are frequently headed by an Assistant Comptroller or a Manager report- 
ing to the Comptroller. The important point is that the executive in 
charge of the methods work must have first-hand access to the Comp- 
troller or the highest accounting executive in the company. 

It is also essential that the functions, responsibilities, and authority 
of the methods staff are understood by the various other divisions and 
sections of the Comptroller’s organization as well as the rest of the com- 
pany personnel. Accordingly, it is advisable to reduce them to writing. 

While there should be certain specified authority delegated to the 
methods staff, it seems wise to consider the primary status of the group 
as functional rather than administrative. In other words, this is pri- 
marily an advisory, exploratory, consulting group rather than an ad- 
ministrative one. Authority for major systems changes will ordinarily 
rest with the Comptroller, and it can be expected that he will require 
the office managers affected to concur in any proposed major systems 
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change offered by the methods staff. A well-staffed methods group will 
become recognized as the Company’s experts in their specialized func- 
tions. In the interest of being specific, I should like to describe for you 
the positions which I feel would be required for a typical methods staff 
operating in a company with, say, 25,000 to 30,000 employees and an 
operating area similar to the Pacific Coast region. 

Tue Executive in Cuarce may be designated as Assistant Comp- 
troller, Manager, Supervisor or Executive Assistant, dependent upon 
the titles generally in use in the particular company but, in any event, 
placed near the top of the accounting organization with first-hand access 
to the top accounting officer. It seems hardly necessary to point out 
that this individual must be an executive in the broadest sense, with an 
adequate education and a well-rounded background of experience in the 
accounting operations of a particular business. He must possess per- 
sonality traits which permit him to “get along” exceptionally well with 
others. He must enjoy solving problems, as problems will be his chief 
stock in trade. He must be able to “get things done.” He must be able 
to analyze keenly and express himself in clear, concise and understand- 
able language. 

Tue Assistant Executive may be designated as Assistant Manager, 
Executive Assistant, Staff Assistant or similar title depending upon the 
Company’s use of titles, but he should ordinarily serve as a general assist- 
ant to the executive-in-charge. He also should possess generally the capa- 
bilities required in the first position. 

SENIOR MetuHops SpeciaAtists — Two or three Senior Methods spe- 
cialists are generally required to serve as lead men on projects. These 
are ordinarily placed in charge of specialized functions and should qualify 
as company “experts” in those fields. Division of functions will neces- 
sarily vary between companies but a typical division might be as follows: 

1. Forms standardization and design, office equipment, and station- 
ery supplies. 

2. Punched-card accounting and other complex office machines. 

3. General office systems surveys including organizations, personnel, 
methods, and work standards. 

There will, of course, be certain over-lapping of work as assignments 
are received or developed. However, this does not create difficult prob- 
lems if the organization is treated as a flexible one with proper regard 
given to primary responsibilities of individuals for given functions. 

Metuops SpectAtists — As the work develops, it will be necessary 
to have several additional Methods Specialists assigned to each of the 
groups sketched above. In a company the size of the one we are using 
as a hypothetical example, the number of specialists may well be ten or 
twelve. It is wise not to sacrifice quality of personnel for quantity. 
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Each individual should be carefully selected before assignment to this 
staff. Generally speaking, each specialist must possess a majority of the 
traits outlined for the top positions. 

Associate SpeciaLtists — A varying number of associate specialists 
who are younger men capable of assisting the Methods Specialists should 
be provided to back up the more experienced personnel and perform the 
great variety of detail work in connection with systems studies. 

STENOGRAPHERS, TyPists AND CLERKS — The necessary stenographic 
and clerical force must, of course, be provided. 


ASSIGNMENT OF WORK TO METHODS STAFF 


When such a staff is organized, it is a natural question to inquire 
how an agendum is prepared. Experience has shown that the problem 
rapidly becomes one of how to perform all the assignments received 
rather than one of looking for assignments. At its inception and during 
the early years of its existence, it will ordinarily tax the resources of the 
staff to solve the problems which will be presented to it with little time 
to originate projects of its own. Of course, as the staff grows and its 
effectiveness becomes recognized throughout the organization, plans can 
be formulated toward comprehensive projects in the office— and ac- 
counting — system field as the circumstances of the particular business 
dictate. 


APPLICATIONS OF METHODS WORK 


It is my purpose here merely to touch upon some of the more obvious 
applications of methods work. No comprehensive listing is intended as 
almost all phases of accounting and clerical activity will be found fertile 
fields for exploration. 

Time keeping and payroll methods may well be among the first 
explored, especially in the larger departmentalized companies. Here 
you frequently find a wide variety of forms and systems in use for dif- 
ferent working situations although the fundamental purpose is the same 

- to pay the employee correctly, to maintain an historical record of pay- 
ments and deductions and to distribute the labor charge properly to the 
accounts. The methods analyst will ask and seek solutions to the follow- 
ing kinds of questions : “Are time-keeping methods designed to give the 
information necessary for payroll purposes, to provide supervisors and 
foremen with needed records for labor scheduling and at the same time 
to require a minimum of clerical effort upon their part? Have the advan- 
tages of mechanical applications for payroll compilations, distribution 
of labor cost to the accounts, and maintenance of needed labor statistics 
been fully explored? Have the practicability and advantage of using 
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an individual payroll form for each employee, with a copy to the em- 
ployee in lieu of a check stub, been explored? Has full use been made 
of printed charts for accumulating earnings and payroll tax deductions, 
or is reliance upon individual calculations by comptometers, calculating 
machines and adding machines?” I believe these questions will give you 
some idea of the possibilities that may be present in a survey of payroll 
methods. 

The use of “punched card” accounting machines has grown tremen- 
dously in the past several years because of the ease of gathering detailed 
statistics by this means. Properly applied this method should produce a 
greater quantity of pertinent figures more rapidly than by long-hand 
methods. Of course, the need of the particular information and the cost 
of producing it must be carefully weighed if reasonable economy in the 
application is to result. The use of this method for the gathering of 
sales statistics and sales realization has been rather widely accepted 
where there is sufficient volume to warrant it. The machines are also 
readily adaptable to almost all types of detailed cost distribution. With 
the modern equipment combining alphabetic as well as numeric informa- 
tion, forms can be readily designed to permit their use just as run by the 
machines without the need of re-copying. Some other applications of 
“punched card” accounting which have proven to be advantageous under 
particular circumstances are as follows: Centralized Record of Employee 
Earnings & Payroll Taxes Withheld; Dividends; Statistics of Purchases 
from Vendors; Statistics of Sales by Customers; Product and Stock Ac- 
counting; Material and Other Inventories. 

Applications to this type of accounting requires in each case com- 
prehensive analysis as to the results to be attained and the cost of ob- 
taining such results. Such analyses can be satisfactorily made only by 
persons who really know the equipment; and their presence on the cen- 
tralized methods staff will prove of inestimable value. 

A forms-standardization unit as a part of the centralized methods 
staff will almost certainly begin to pay its way at its inception and may 
pay for the entire centralized methods organization when developed to 
its ultimate possibilities. This rather startling statement has been proven 
to be a fact in certain cases. In a large company, engaged in production, 
manufacturing, distribution and marketing activities, you can expect to 
find several thousand different printed, mimeographed or otherwise repro- 
duced forms. Further, you may expect to find numerous instances of 
different forms used for the same basic purpose. Cost of forms consists 
not only of initial printing cost but also handling, storing, and most im- 
portant, the time of both operating and clerical personnel in their prep- 
aration. Likewise, failure to standardize to a reasonable degree of 
uniformity results in cumbersome procedures and may also be conducive 
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to misapplications and errors. The centralized methods staff seems to 
offer the best opportunity to remedy such a situation. Where several 
forms are in use at different locations for the same basic purpose, a careful 
study of the requirements, often “on the ground,” should result in the 
elimination of several of the forms and possibly the redesign of one form 
to accommodate all requirements. The forms-standardization unit will 
become expert in the details of form design resulting in time savings to 
the people required to prepare the forms. The possibilities in this field 
are very great, indeed. 

Another excellent field for study by the methods staff is that of office 
equipment such as typewriters, calculators, comptometers, and adding 
machines. An analysis showing your company’s investment in such 
equipment, its age and maintenance cost may prove surprising. Such an 
analysis will almost inevitably lead to a consideration of purchasing 
policy, distribution of the equipment among various departments and 
offices, operator care of the equipment and the maintenance policy. Per- 
haps you will find that there are no definite policies in your company 
and perhaps under your particular circumstances this is satisfactory. 
However, if you are a large user of such equipment, a survey may prove 
to be of help toward adopting policies of economic value. 

A systems survey of any office where clerical work is performed will 
prove an excellent opportunity to study performance standards and to 
design and institute some new standards. One method commonly em- 
ployed to prepare the “inventory” of what is being done consists of the 
Job Log. Each employee, under this system, prepares a Job Log every 
day for a sufficient period of time to cover all work functions of the office 
The Job Log may be divided into 15 minute or longer intervals as the 
particular circumstances indicate. It may be possible to codify the work 
functions under observation thus reducing the time required to write in 
the work descriptions by the office workers. Actual time and motion 
studies may prove desirable. From the information so gathered it will 
always be possible to draw certain sound conclusions. These conclusions 
may result in the design of new systems for greater efficiency, replace- 
ment of any indicated inefficient personnel, and possibly a set of new 
performance standards to permit continuous or “spot” studies of office 
performance. The development of useful performance standards for 
many kinds of stenographic and clerical work is still in its infancy. A 
further exploration of this subject appears needed to insure that adequate 
accounting and clerical service is performed at a reasonable cost. 

The foregoing applications are intended only as examples of certain 
functions which may be performed by a centralized methods staff. 
Doubtless you can call to mind a great many others. It has been my 
purpose merely to suggest to you the vast possibilities that lie before 
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us in the methods field and to state my belief in the need of a centralized 
methods staff effectively to perform the methods functions. 


RELATIONSHIP TO INTERNAL AUDITING 


Undoubtedly, you have questioned during this discussion just where 
the methods problem fits in with the internal auditors’ responsibilities. 
What are the relationships between the methods staff and the internal 
audit staff? Does not the creation of a centralized methods staff conflict 
with and overlap the broadened present-day concept of the responsibilities 
of the internal audit staff? 

I should like to answer the last question, first. In my judgment, it 
does not. The type of organization and the assignment of responsibilities 
will vary greatly, of course, in accordance with the size of the corporation. 
A relatively small company may find it advisable to combine the respon- 
sibilities of the two staffs in the interest of economy. This is entirely 
practicable provided that the internal audit function is not allowed to 
over-balance the methods function or vice-versa. The tremendous amount 
of detail work required to solve effectively any major methods problem 
must always be kept in mind. The smallest detail of a given operation 
must be studied, in the light of its efficiency and adequacy, and the many 
small details fitted together to form an effective over-all operation, much 
as you would fit together a jig-saw puzzle. 

Because of this, the sizeable company will generally find it advisable 
to separate the two functions. The formation of the centralized methods 
staff will provide the degree of concentration required to discharge effec- 
tively the methods responsibility. 

This does not seem in any way to preclude the need for attention to 
methods by the internal auditors. As stated earlier in this discussion, 
the operational methods problem is basically a decentralized problem and 
the internal auditors in their surveys of the operating offices are in an 
excellent position to detect inadequacy or inefficiency in methods. Where 
the centralized methods staff exists, the internal auditors should pass 
along to that staff any possible major methods problems which come to 
their attention. Conversely, the methods staff should design methods 
applications with internal audit requirements in mind and collaborate as 
needed with the internal audit staff. In a flexible and cooperative organ- 
ization the problem of overlapping responsibilities of the two staffs will 
be found to be a minor one, and, as a matter of fact, there is the oppor- 
tunity for material aid to both staffs in the exercise of their respective 
duties. 
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ti» the years, auditing for management has received the constant 
attention of internal auditors, both as individuals and as an or- 
ganized group through Tue INnstirute or INTERNAL Aupritors. It is 
completely obvious that internal auditing must answer a critical need 
of management, or it cannot exist. 

A basic area in which internal auditing can serve management is by 
rendering assistance in the improvement of accounting systems where 
this can be achieved through the mormai conduct of internal auditing 
functions as distinguished from methods engineering or systems and 
procedures functions. The latter are the proper responsibility of the 
systems and procedures or methods engineering organization of the com- 
pany. 

It is not appropriate here to discuss at any great length whether or 
not the internal auditor should be responsible for systems and procedures. 
The fact is that in important companies the same executive is responsible 
for both functions. Nevertheless, there are persuasive arguments for 
keeping internal auditing distinct and separate from systems and proce- 
dures. 

Systems and procedures involve the following functions in relation 
to office routines, procedures and systems: 

1. Job analysis and work simplification 
. Work measurement, or time study and motion analysis 
Standards 
Incentive plans 
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*First part of a paper given at a meeting of the New York Chapter. (The second 
part will appear in an early issue of the Quarterly —Ed.) 
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5. Suggestion plans 

6. Layouts of office and other space 

7. Equipment, furniture, fixtures, and appliances— their simpli- 

fication, standardization, and new use 

8. Form design and control 

9. Other functions 

Where a company has a system and procedures department or some- 
thing similar to it, the foregoing functions should not be a responsibility 
of the internal auditor. And in most companies where internal auditing 
is justifiably established, systems and procedures as a separate and dis- 
tinct function will also be justified as prudently economical. 

But while systems and procedures should not be a basic responsi- 
bility, the internal auditor must have a thorough grounding in methods 
engineering or systems and procedures and other management control 
techniques in order to carry through his functions of appraisal. It is 
important to recognize that accounting is only ome of the managerial 
control functions. It is not the only one. Nor the most important. 
Therefore, it is necessary for the internal auditor to be as equally well 
versed in the other control functions as he is in accounting if he is to 
appraise constructively the other controls exercised by his management 
or to call attention to their need where such controls are not exercised. 

The head of the internal auditing department cannot be an expert 
in all fields of corporate control, but he should be familiar with the basic 
principles of the following: 

1. Accounting 

2. Methods engineering 

3. Planning 
4. Forecasting 
5. Budgeting 
6. Organization structure 
7. Statistics 
8. Market research 

9. Manuals 

10. Corporate policies 

11. Management research, and 

12. Other managerial control functions. 

In a large corporation, the internal auditor should have one or more 
men on his staff experienced in each of the foregoing fields who can think 
and talk intelligently and instructively about it. 

While direct responsibility for improving accounting systems should 
not be placed on the internal auditor, nevertheless, if the internal auditor 
is versed in methods engineering and knows the fundamentals of job 
analysis, work simplification, work measurement, standards, incentives, 
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suggestion plans, form design, layouts, and the like, he is well equipped 
to recognize faulty accounting systems or procedures and to recommend 
what action should be taken to improve them. 

Budgeting is not accounting; forecasting is not accounting; sta- 
tistics is not accounting. Nor, in fact, are other functions which have 
been handled by accounting departments in many companies. While 
these control techniques rely heavily on accounting, accounting is only 
one of the two or more service functions to them. Therefore this dis- 
cussion is restricted to general and cost accounting systems and proce- 
dures. 

If the internal auditor should not function directly to improve the 
accounting system, how can he function indirectly to improve it? In 
these important areas: 

First, through rounding out and perfecting the system of internal 
control. Internal control is defined as the scientific distribution and 
allocation of duties and responsibilities to establish a system of checks 
and balances so designed that the work of one officer or employee in- 
dependently performing his own prescribed work, will check automati- 
cally, continuously, and with little or no duplication, the work of another 
or others to the end that assets will be safeguarded and all transactions 
will be fully and accurately reflected in the accounts or other records 
of the organization. 

Internal control is looked upon as a quasi-automatic device for pre- 
venting or detecting accounting errors and frauds. But internal auditors 
are fully aware that it is not possible to perfect internal control except 
in the rarest of instances. Transactions which cannot be protected by 
built-in control include, first, those where the operations are so small in 
volume that it is impracticable to use more than one or two persons to 
handle them, as for example, the local offices in small towns of electric 
and gas utilities; local ticket offices of rail, bus, airline and other trans- 
portation companies; chain stores, and the like. Second, there are 
transactions which cannot be protected by built-in controls because of 
their nature, since they require special handling by a single employee or 
a small, self-contained department. Outstanding example of such trans- 
actions are those handled by the claim departments of transportation and 
public utility holding companies. 

Therefore, as a straight internal auditing function, the internal 
auditor can improve accounting systems through audit programs de- 
signed to establish control over transactions which must be left exclu- 
sively, or almost exclusively, to one employee or department and over 
transactions where it is either impracticable or too expensive to provide 
the usual internal control checks and balances. 

Secondly, in connection with internal control, the internal auditor 
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can improve the accounting system by spotting weaknesses and ascer- 
taining needs for improvement in the system of internal control. This is 
a regular responsibility of the internal auditor, early recognized by all. 

Thirdly, in connection with the establishment of new accounting 
systems and procedures, it should be clearly recognized that the internal 
auditor is, or should be, the company’s authority on internal control, 
and, as such, should have both the responsibility for and authority to 
review every new proposed accounting routine, procedure, or system 
from the standpoint of internal control, and to give it his approval or 
disapproval before its final acceptance and installation. Put another 
way, no new accounting routine, procedure or system should be installed 
until it has been approved by the internal auditor from the standpoint 
of internal control. 

Systems and procedure experts and methods engineers are usually 
weak when it comes to internal control. These men are trained to place 
emphasis on efficiency and economy. The methods engineers of a major 
accounting equipment sales company recently developed a simplified 
accounts receivable system based on the old fashioned grocery store 
spindle method of keeping accounts receivable. Basically, under this 
new system, accounts receivable consist of duplicate invoices kept in a 
loose drawer file, which, when paid, are removed. No permanent record 
is maintained showing the history of the account, journal entries, cash 
book and journal postings, or the like. The system is simplicity itself, 
and can result in substantial reductions in costs in appropriate installa- 
tions. However, recognizing the fact that accounts receivable are one 
of the most fertile areas for fraud, it is questionable that this system 
satisfies basic requirements of sound internal control. 

It should be recognized that adequate internal control may neces- 
sitate the installation of steps in a system or procedure which make it 
less efficient than it otherwise might be. Such additional cost should 
be considered insurance against loss from errors and frauds. 

Fourth, among the opportunities for the internal auditor to improve 
the accounting system is in the area of fraud prevention. For some 
time now, THe [Nsrirute or INTERNAL Aupitors has soft-pedalled the 
role of internal auditing in the prevention and detection of fraud, under 
the notion that too many people considered that the only or principal 
function of the internal auditor. Let us be frank: the prevention or 
detection of fraud is a principal role of the internal auditor. Estimates 
of yearly losses from fraud range from $400,000,000 to over one billion 
dollars. The bonding of employees gives management partial protection 
But internal auditing is necessary to complete it; management must rely 
on internal auditing as its principal technique for preventing or detecting 
frauds, and, once detected, for developing the full facts so that manage- 








38 The Internal Auditor 


ment can recover the maximum possible from the bonding company. 
Thus, in this area of fraud prevention or detection, the internal auditor 
must ever be on the alert for opportunities to improve the accounting 
system. 

Fifth, the internal auditor has a responsibility for reporting all 
opportunities for improving accounting systems and procedures which 
come to his attention during the course of his regular audits. The 
methods engineering department, in a properly functioning company, 
furnishes the internal auditor with much of the basic material he re- 
quires to perform his audits. For example: 

1. Layout charts, against which to verify the maintenance of office 

and shop equipment. 

2. Forms manuals, against which to check the forms in use. 

3. Methods, procedures, or standard practice manuals, against which 
to substantiate that methods and procedures are being followed 
as presented. 

4. Organization structure charts, against which to verify that posi- 
tions are established as provided therein and that each person 
is carrying out the responsibilities and duties prescribed, and no 
more or no less. 

. Policy manuals, against which to check the policies being fol- 
lowed by the department or unit under audit. 

In the process of using such data as a basis for appraising actual 
performance and results, the internal auditor frequently recognizes 
opportunities for improving layouts, forms, systems, procedures, organ- 
ization structure, policies, and the like, not only as these relate to ac- 
counting systems, but also as they relate to all other systems throughout 
the company. It is the responsibility of the internal auditor to call 
attention to all opportunities for improvement which come to his atten- 
tion. However, it is not his function to find out what the improvement 
should be; that clearly is the job of the methods engineer. 
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The diamond cannot be polished without friction, nor the man per- 


fected without trials. 7a 
- 7 —Chinese Proverb 
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DEFALCATION IN GRAIN 


ITH the cirrent interest in grain transactions of one type and 

another, it seemed appropriate to describe a defalcation that 
centered around a grain elevator. Although this is remote from the 
operations of many of our members, some of the things that were done 
might occur in almost any business. 


BACKGROUND 


The scene is a grain elevator, in a small country town, owned and 
operated by a large company with headquarters in a city at a consid- 
erable distance away. In addition to the care of the elevator, the repre- 
sentative of the company was prominent in a number of local activities. 
As is often the case in such operations, stocks of various unrelated items 
such as coal were carried for resale as a convenience to the farmers and 
as an inducement for them to bring their grain to that elevator rather 
than to a competitor. A daily report was rendered by the operator, 
showing receipts and deliveries of grain, sales of miscellaneous items, and 
any other transactions which had occurred. Receipts of grain were sup- 
ported by scale weight tickets and copies of drafts which were given to 
farmers in payment at the time of delivery. Reported deliveries of grain 
to common carriers were supported by bills of lading and weight certi- 
ficates. 

When received in the supervisory office, reports were carefully 
checked ; reported receipts and shipments were verified with weight cer- 
tificates, drafts, bills of lading and other documents. 

The key to the situation lay in the fact that a physical inventory 
was taken for verification with reported inventories only when quantities 
on hand were low and inventory taking was easy. As our readers may 
have anticipated, when the auditor got there, “the cupboard was bare,” 
to the extent of a number of thousand bushels, as well as in other ways. 


DETAILS OF MANIPULATION 


The controls which have been described are those which are custom- 
ary in the grain business. It was discovered, however, that the operator 
of the elevator had sold grain directly for cash to truckers who were doing 
business in considerable and continuous volume with cattle feeders 
Shading the price to these “customers” a few cents a bushel was all that 
was necessary to bring in as much business as the operator could handle 

In addition to the fraud perpetrated through these unauthorized 
sales of grain which was legitimately acquired and regularly reported, 
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the operator developed another approach. He stated to a number of the 
farmers who customarily sold to him that his company was taking a very 
“long” position in the grain market and, as a consequence, was tempo- . 
rarily rather hard-pressed for funds. As a result, they would give a-few- ( 
cents-a-bushel premium if the purchaser would take a company note (for 

a term of three or four months) instead of the usual draft, which was 
payable immediately. 

The farmers, accustomed to seeing this man’s signature on the drafts, 
had no hesitancy in accepting the notes—glad of the few cents premium 
price for their grain. In this manner, more grain was secured for resale 
to truckers, and this grain naturally did not pass through the regular 
reports. A contributing factor to the ready local acceptance of these 
irregular proceedings was the excellent reputation of the defaulter in the 
community. 

As may be expected, the defaulter had not neglected the opportunities 
inherent in the unrelated products. The inventory of these was largely 
depleted, and supplies of various items had been purchased on credit and 
resold for cash—naturally unreported. 


CONCLUSION 


The potential in the situation resulted in a loss of about $15,000 
Once discovered, the details of the defalcations could be traced and the 
amount of loss established without major difficulty. The loss to the de- 
faulter was house, wife and reputation! ‘ 





“An institution is but the lengthened shadow of a man.” 

This is an adage old, poetic, but as demonstrable as a mathematical 
formula. Point out a nation, state, city, business, industry, and you can 
determine quite accurately the character of the man (or men) at the head 
of it. Point out the man, and you can be quite certain about the charac- 
ter of his institution. And this follows all the way along the line to de- 
partments and offices where foremen, office managers and lesser executives 
are in charge . . . trained men. 
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RESEARCH COMMITTEE ACTIVITIES 
By VICTOR Z. BRINK 
CHAIRMAN OF THE RESEARCH COMMITTEE 


| N the December issue there was outlined the plan of Research Project 
44 No. 2— Internal Control Problems in Particular Industries. A list 
was also included showing the members of the Research Committee who 
have general responsibility for the various chapters and the Subcommit- 
tee Chairmen who are primarily responsible for the individual chapters. 
Since that time we have several new assignments, as follows: 


Food Processing. ........ H.J. Wendt 
Department Stores. . . . . « J. N. Domey 
Automotive Manufacturing and 

Distribution . . . ; + . « + Ee eee 
Petroleum Exploration and 

Production... ... . .. H.F. Anderson 


Also please correct the name for the Construction chapter which 
should read — George W. Weitzel. 

If members have any comments or suggestions, please send them 
along to either the Subcommittee Chairman, to the particular Research 
Committee member involved, or to the writer. Also, we still need volun- 
teers for the unassigned chapters. All of the Research Committee mem- 
bers have been working hard on lining up the assignments, but we are 
still short of our goal. Please give us your help. 


Organization, Duties, and Reports of Internal Auditors 


The work of the Industries Committee has always been regarded as 
an important phase of the over-all research program of Tue INstituTEe. 
An excellent illustration of this fact exists in the case of a study made 
by the Industries Committee early in 1945 under the leadership, at that 
time, of our good friend Glenn Bodman. This study dealt with the 
organization, duties, and reports of internal auditors. We are not sure 
whether or not all of the members are sufficiently aware of the very 
valuable data provided by that study which were presented in the June 
1945 issue of The Internal Auditor. 

It therefore has seemed desirable to the chairman of your Research 
Committee to call everyone’s attention to the coverage of this study. 
The specific matters covered were as follows: 


The place of the internal auditing department in the total com- 
pany organization. 
41 
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2. The title of the individual in charge of the internal auditing 
department. 

3. The officer to whom the head of the internal auditing department 
is responsible. 

4. Whether any limitation exists as to the area of investigation of 
the internal auditing department. 

. The relationship of the internal auditing department to the de- 
velopment of departmental routines and procedures. 

6. The extent to which audit reports are written or oral. 

7. To what officer the reports are transmitted. 
8. Whether or not audit reports are formally answered. 
9. The follow-through of the internal auditing department on ex- 

ceptions noted in audit reports. 
"10. Preference as to type of confirmation of receivables. 
11. The extent to which details of bank deposits are reviewed. 


uv 


It is, of course, apparent that items 10 and 11 involve special prob- 
lems. The first nine items, however, bear directly on the status and 
reporting function of the internal auditor. The conclusions are based on 
replies from 163 companies represented by the membership of Tue In- 
STITUTE at that time. We commend the study of the results obtained to 
all of our members as valuable and authoritative information on the 
various important questions involved. 


Work is the true elixir of life. The busiest man is the happiest man. 
Exceiience in any art or profession is attained only by hard and persistent 
work. Never believe that you are perfect. When a man imagines, even 
after years of striving, that he has attained perfection, his decline begins. 


—Sir Theodore Martin 


INDUSTRIES COMMITTEE 
By A. L. SIMPSON, Chairman 


SURVEY OF PUBLIC UTILITIES— 
PHYSICAL INVENTORY PROCEDURE FOR COAL AND COKE 


. How often do you take Inventory ? 


Answer Annually 
Gas Coal Quarterly 
Steam Coal Monthly 
All Coal & Coke Annually 


. Briefly outline Auditing Department’s responsibility in connection with 


these Inventories. 


Answer (a) Determine that all fuel has been inventoried. 

(b) Compute density for coal at each location. 

(c) Compute tonnage. 

(d) Analyze difference between Book and Physical Inven- 
tory. 

(e) Be present and review computations where made by 
outside Engineers. 

(f) Two companies report Auditing Department assumes 
full responsibility for Inventory. 


. What department actually measures the fuel stock piles and computes 


the Cubic contents? 


Answer Company Engineers or Outside Engineers. 


. Describe the basis or method for determining weight of the various 


types and sizes of fuel. 


Answer (a) Tonnage of coal on hand is computed by multiplying 
the cubical content of coal on hand by a density factor 
The density factor applied is obtained through past expe- 
rience and varies with each kind and location of coal. It 
is calculated by dividing the total scale weight of coal re 
moved from a depleted pile by the cubical content of that 
pile obtained through the previous survey. 

(b) Standard weights are determined or use Standard 
Weights determined by United States Bureau of Standards 
for various sizes and types of coal, and we make tests to 
determine if these standards are applicable. 
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(c) The following weights were reported, per cubic foot: 


Lump Coal Loose 52 Ibs. Packed 55 lbs. 
Stock Coal Loose 51 Ibs. Packed 53 lbs. 
Breeze Coke 50 lbs. 
Producers Fuel Coke 45 lbs. 
Range Nut Coke 34 lbs. 
Domestic Coke 32 lbs. 


5. Do you determine new weights for each Inventory or use Standard 
weights per unit ? 


Answer (a) Standard weights per unit are used unless the Inven- 
tory is consistently out of line, in which case the Standard 
weights are adjusted. 

(b) New weights each time are used by majority of com- 
panies reporting. 


6. When a comparison of Physical and Book Inventory is made and the 
amount of Overage or Shortage determined, what percentage do you 
consider normal ? 


Answer (a) One per cent. 
(b) Tolerances of about seven per cent are allowed per 
pile; but considerable less variance is allowed on the total 
Inventory. 
(c) Most companies do not use any percentage and do not 
make any adjustments until the Annual Inventory is taken. 


7. Do you make adjustments to your Book Inventory at any time other 
than when the Annual Physical Inventory is taken? 


Answer (a) One-half firms report — No. 
(b) Other firms report that adjustments are made only 
when necessary as determined by Physical Inventory or 
when there are erosion losses. 


ARTICLES OF INTEREST 


TO INTERNAL AUDITORS 


0) » JOHN F. BRADY, Member of the Editorial Committee, directs 
attention to the following articles of interest: 


Subject: Accounting Survey of 525 Corporate Reports 


By: Research Department of the American Institute of Ac- 
countants 


Published by American Institute of Accountants, January 
1948. 


This work is the result of the first year’s study of Corporate Annual 
Reports under a program authorized in 1946 by the Council of the 
American Institute of Accountants. It is based upon reports of com- 
panies engaged in twenty-one types of manufacturing activity and 
companies in other fields of business including wholesale and retail 
trade, non ferrous mining and in oil producing. The presentation of 
this broad and comprehensive study emphasizes the variations existing 
in the accounting treatment, form and terminology of some seventy 
items that appear in financial reports and, at the same time, tends to 
present a challenge to accountants to remedy this situation, if this is 
feasible. 


Subject: Comments on Taft-Hartley Labor Management Relations 
Act of 1947 


By: John L. Laskey 
4 re ] Published in The Controller, November 1947 


The broad aspects of this law and the underlying political, economic 
and social conditions which necessarily affect its application to present 
conditions are first discussed. Mr. Laskey, in continuing his discus 
sion, takes up the anti-communist provisions, improved administra- 
tion and closed shops under the terms of the Act. In concluding, he 
stresses the real purpose of the law to be the restoration of balance 
in what is considered to be an unbalanced situation and indicates that 
this legislation seeks to give a fairly weighted importance to the posi 
tion of the public, the employee, the employer and the labor organiza 
tion. It is an interesting resume of the Act and can be read with 
profit by those who must cope with managerial problems 


Subject: Adequate Insurance Coverage at Proper Cost 
By: Herbert L. Jamison 
Published in The Controller, October 1947 


Mr. Jamison recommends that a careful survey of the exposures to 
loss and a thorough analysis of policies carried and coverages needed 
should be made with reference to the costs involved. The various 
types of coverages including workmen’s compensation, comprehensive 
liability, dishonesty insurance, boiler and machinery, group and self 
insurance, as well as the records of premiums and losses, are also 
discussed for the guidance of accountants. In view of the inflation- 
ary conditions that presently exist and the potential losses that may 
be sustained, this paper is quite timely. 
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Subject: Should the LIFO Principle Be Considered In Depreciation 


By: 


Accounting When Prices Vary Widely? 
George O. May, C.P.A.— g) 
Published in The Journal of Accountancy, December 1947. 


Mr. May, a very active members of The American Institute of Ac- 
countants and one who has taken a leading part in the development of 
both the science and profession of accounting, offers his observations 
on the problem of making adequate provisions for plant facilities in 
view of the recent sharp increases in the price level. The serious bur- 
dens imposed upon management by the rigid adherence to the use of 
the cost basis in calculating depreciation for financial reports are 
stressed. Comments are likewise made by Mr. May on bulletins re- 
cently issued by The American Institute of Accountants on this subject 
in the light of his own views as to what constitutes income in our 
present economy. 


Subject: Case Studies in Auditing Procedure 


By: 


Committee on Auditing Procedure— 
Published by American Institute of Accountants 


This series of Case Studies, prepared by individual members of the 
Committee on Auditing Procedure of the American Institute of Ac- 
countants, illustrates the actual applications of auditing procedures in 
various types of business. The scope of the work covered by the 
public accountant on individual engagements is set forth in a compre- 
hensive manner. The following six pamphlets are presently available 
and should prove of especial interest to internal auditors. 


1. A Loading and Hauling Equipment Manufacturer 

2. A Newspaper Publisher § 

A Department Store J 
. A Public Utility 

. A Corn Processing Company 

6. A Management Investment Company 
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Subject: Internal Control and Auditing from Managament’s View- 


By: 





point 
Victor Z. Brink, West, Flint & Co., New York City— 
Published in National Auditgram, October 1947. 


In presenting this paper to the Twelfth Regional Conference of The 
National Association of Bank Auditors and Comptrollers, held in New 
York City, Mr. Brink, one of the founders of our Institute, pointed 
out that a more realistic and enlightening view of internal control is 
to relate the term to the efficiency of all the company’s procedures and 
policies where they involve the general financial operations of the 
organization. Mr. Brink explains what the term efficiency means and 
how it is measured, and then discusses in a very interesting manner 
all phases of his subject including: 


. Principles of Internal Control 

. Organizational Responsibilities 

. Nature and Function of Internal Auditing 
. Additional Services of Internal Auditing 
Auditor’s Interest in Efficiency 

Auditor Helps Bridge Gap 
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Subject: Internal Controls of Savings Operations 


By: Everett J. Livesey, Assistant Comptroller, The Dime Sav- 
ings Bank of Brooklyn, New York— 


Published in The National Auditgram, December, |947 


In addressing the Twenty-Third Annual Meeting of The National 
Association of Bank Auditors and Comptrollers in Baltimore, Mr. 
Livesey stated that, when effective audit principles are applied, the 
results obtained are of equal value to both large and small banks since 
both are confronted with the same problems. In continuing his dis- 
cussion, he stressed the importance of internal control and discussed, 
among other matters, the pertinent aspects of the following 


. Signature Cards 

. Control of Cards and Books 

. Authentication of Draft Signatures 
. Rotation of Tellers 

. Inactive Accounts 

. Pass Books Held for Safe-keeping 

. Control of Dividends 
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Subject: Internal Controls and Periodic Audits of Non-Cash Col- 
lections 


By: C. E. Sandy, Auditor, Federal Reserve Bank, Kansas City, 
Missouri— 


Published by The National Association of Bank Auditors 


and Comptrollers in National Auditgram, November 
1947. 


In this paper, the author refers to the contingent liability banks gen- 
erally incur, as agents, in accepting items for credit or remittance for 
their customers. By reason of this liability and the possibilities of 
defalcation, the significant aspects and importance of the collection 
function are reviewed from the standpoint of internal control and 
audit as is the procedure to be followed in coping intelligently with 
this problem. 


Subject: What Does An Auditor's Certificate Mean? 
By: American Institute of Accountants— 


Published under the auspices of the State Societies of 

Certified Public Accountants. 
This pamphlet was prepared for the benefit of bankers, investors, 
credit grantors and others who rely on the information in financial 
statements. It indicates that the primary purpose of the Certificate 
is to tell briefly what the auditor did and, by the same token, to af 
ford him an opportunity of setting forth his opinion as to whether or 
not the financial statements fairly present the financial position and 
results of operations of the concern for the period under review. The 
Certificate tends to place responsibility upon the professional account 
ant in the performance of his work and from this standpoint, it also 
tends to emphasize similar responsibilities that are vested in the in- 
ternal auditor and those who prepare reports for management and 
others. 
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Subject: Challenges to the Accounting Profession—1947 
(a) Accounting Aid in Labor-Management Relations 


By: Donald R. Richberg 
(b) Use of Accounting Data in Economics and Statistics 
By: Stuart A. Rice 
(c) Plain Talk in Accounting 
By: James J. Caffrey 
(d) Accounting Services to Management 
By: Eric A. Camman 


Published by American Institute of Accountants 


This brochure includes all of the papers presented at the Sixtieth An- 
nual Meeting of The American Institute of Accountants held Novem- 
ber 3-6, 1947 at Miami Beach, Florida. The speakers from various 
fields of activity were invited to suggest how accounting and its prac- 
titioners could be more useful to society. Among the many interest- 
ing papers in this brochure, the foregoing should command the 
particular interest of all accountants. In addition to these papers, 
the one presented by Roswell Magill on “The Federal Tax Outlook” 
and the other presented by John Taber on “The Government of the 
United States,” should likewise be of considerable interest in the light 
of the economic and social effects governmental policies have on all of 
us 


Hereby tongues are knowne, knowledge groweth, judgment in- 
creaseth, books are dispersed, the Scripture is seene, the doctors be read, 
stories be opened, times compared, truth discerned, falsehood detected 
and with finger pointed, and all, as I said, through the benefit of Printing. 


—Fox’s “Acts and Monuments” 
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NATIONAL ORGANIZATION NOTES 


By BRADFORD CADMUS, Managing Director 


OUR MEMBERSHIP 


HE month of January saw Tue Institute membership pass another 

“100” mark, with a total of 1406 members at the close of January. 
A number of our new members have come from areas where chapter 
formation work is actively in progress. At the present time, it appears 
to be principally a question of meeting date as to the order in which 
chapters in London, Baltimore, Washington and Houston will be first 
organized, with several other locations coming right along. 

The work of membership and chapter formation was given much 
impetus with the announcement by Gordon Crowder of the organization 
of this work on a basis of geographical divisions. With Gordon as gen- 
eral chairman, a separate chairman has accepted the responsibility for 
each major geographical division, abroad and in the United States. 
These chairmen are shown in the line-up of the Membership and Chapter 
Formation Committee on page 67. In each division committee are tem- 
porary chairmen for prospective chapter locations and major areas. 


PUBLICATIONS 


By the time our members receive this issue of THe INTERNAL AupI- 
tor, they should have received, or soon will receive, the 1947 Year Book. 
Inserted in each will be a copy of the Statement of Responsibilities of 
the Internal Auditor, in a form suitable for keeping separate or for put- 
ting under a desk glass. As you may recall, the Statement was published 
in our September issue and its development was discussed by Victor 
Brink at the Detroit Conference. 

The Statement represents the crystallization of the opinion of the 
membership of Tue Institute and presents current-day thought as to 
the objectives and the responsibilities of internal auditing in definite 
form. Additional copies of the Statement are available on request to 
Tue Institute office. 

On Sunday, January 25, our publishers, Brock & Wallston, were com- 
pletely burned out. When we visited them on Monday, they were already 
set up in new quarters and had made arrangements with a printer to 
handle Tue Institute work. The fact that this quarterly reaches you 
is evidence of their resourcefulness and initiative. Fortunately, the Year 
Book had been sent to the binders, so that the only delay will be in 
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issuance of the Conference Papers. Until further notice, we will be out 
of print on all previous Institute publications. 


CONGRATULATIONS 


William H. Garbade, the third President of Tue Institute, resigned 
as Assistant Treasurer of Shell Oil Company to become President of the 
Deep Rock Oil Corporation of Tulsa, Oklahoma. With this change go 
the congratulations of Bill’s many friends in Tue Institute. It is a 
great satisfaction to see one of us step into this top job. A. A. Buzzi, a 
former Institute member, takes over in Bill’s former position with 
Shell Oil. 


RECOGNITION 


The following excerpt is from a letter received by one of our mem- 
bers — which speaks well for our member and is of interest to all of us 
as an evidence of the recognition of the importance of our profession: 

“You have done well in the Companies’ service and I am proud 
of you and thank you for your loyalty and devotion. You now 
find yourself in a position of considerable importance, in fact, 
from a management point of view, we of necessity must lean 
heavily on the Chief Auditor and place great reliance in your 
ability. I am sure your shoulders are broad enough to carry the 
load and that you fill your office with credit both to the Companies 
and yourself.” 


SEVENTH ANNUAL CONFERENCE 


The Chicago Chapter is getting right to work on the plans for the 
Seventh Annual Conference, under the general chairmanship of Charles 
J. Hill. The various committees have been set up and detailed plans 
are now being formulated. The dates are set as October 17, 18 and 19 

- put them down on your calendar pad now. 


CHAPTER VISITS 


We had the pleasure of attending the December meeting of the 
Rochester Chapter — the first in their new meeting place. At the New 
York Chapter meeting in January, we heard an excellent exposition of 
the internal auditing structure of Shell Oil Company by J. M. Flaherty 
of that company. 
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SUMMARY OF CHAPTER NEWS 
f) ©) CHICAGO — by Watrter T. Horstetrer 


Mr. Henry T. Chamberlain, Ph.B., C.P.A. presently Comptroller of 
Loyola University and Partner with Touche, Niven, Bailey and Smart, 
delivered a comprehensive and interesting paper on “Some Problems 
Related to the Report of Net Income,” at our November meeting. Mr. 
Chamberlain has taught the C.P.A. review course at Loyola University 
for many years and is well known to most of the members. He is also 
a member of the Committee on Accounting Procedure of the American 
Institute of Accountants. Much of Mr. Chamberlain’s paper received 
general treatment in Accounting Research bulletin No. 33, “Deprecia- 
tion and High Costs.” A very interesting discussion followed Mr. 
Chamberlain’s explanation and case history relating to accelerated de- 
preciation and rising costs of plant and equipment. 

The Christmas party followed the pattern of previous years and all 
business discussions were taboo. Members and guests spent a very en- 
joyable evening apropos of the Holiday season. 

Effective with the January meeting, the date tor holding our meet- 
ing was changed from the third Tuesday of each month to the third 
Wednesday. The change was made for the reason that other kindred 

: © organizations were holding their meetings on Tuesday. Mr. Otto Gres- 
Y sens, Vice President and Comptroller, Commonwealth Edison Company 
and Public Service Co. of Northern Illinois, spoke before the members 
at the January meeting, his subject being “Does Increased Mechaniza- 
tion Require Significant Changes in Auditing Procedure?” Mr. Gres- 
sen’s explanation of the problems arising from the mechanization of 
accounting processes and their effect upon traditional auditing methods 
and techniques was very interesting and informative. Various members 
joined in the discussion following the talk, and Mr. Gressens very ably 
answered all questions presented from the floor. 


LEST YOU FORGET!! 
OCTOBER 17-18-19, 1948 
IN CHICAGO 
SEVENTH ANNUAL CONFERENCE 


CLEVELAND — by E. R. Martrer 


In place of the regular December meeting of the Cleveland Chapter, 
the membership were guests of the Cleveland Conference of Bank Audi- 
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tors and Comptrollers at their meeting held on Monday, December 15, 
1947, at the Hotel Hollenden, Cleveland, Ohio. 

During this meeting, we were entertained by the Federal Reserve 
Choral Society under the direction of Dr. Charles D. Dawe and were 
privileged to witness the March of Time’s movie entitled “The Best Loca- 
tion in the Nation.” This showing was presented through the courtesy 
of the Cleveland Electric Illuminating Company. 

The January meeting featured as speaker Mr. W. A. Walker, Audit 
Supervisor of the United States Steel Corporation of Delaware and past 
president of the Pittsburgh Chapter of Tue Institute. He discussed 
the need for adequate corporate internal controls and the practical ex- 
tension to which they should be developed. 

During January, the Cleveland Chapter extended welcome to the 
following new members: 

Mr. H. J. Young — The Goodyear Tire and Rubber Company. 

Mr. B. J. Karl — United States Steel Corporation. 

Mr. J. A. Wadsworth — United States Steel Corporation. 


DETROIT — by H. G. Bow es 


With. the close of the Annual Conference in October and the prep- 
aration of financial and statistical reports to New York covering this 
successful event, the Detroit Chapter once again settled down to normal 
activity. 

The November meeting covered the important subject of Physical 
Inventories — Controls for Shortages and Overages. This was a timely 
topic for all internal auditors. The program was presented on the panel 
basis and preliminary papers were read by Mr. A. F. Knowles of Parke, 
Davis & Company, Mr. Maynard E. Morse of the Detroit Creamery, and 
Mr. John R. Walsh of Packard Motor Car Company. Following the 
papers the members presented many questions for solution, and the prob- 
lem of control of physical inventories is now better understood by the 
Detroit Chapter. 

At the December meeting William Clark, Supervisor of Burden Con- 
trol of the Chrysler Division of Chrysler Corporation, spoke on the sub- 
ject, “Budget Control of Manufacturing Expenses.” He emphasized that 
qualified internal auditors should acquire a better understanding of budg- 
etary control as it applies to manufacturing expenses. 

Edwin C. Walmsley, Associate Professor of Accounting at Wayne 
University, Detroit, Michigan, addressed the Chapter on the subject, 
‘Current Thoughts on Internal Auditing” at the January meeting. Pro- 
fessor Walmsley’s talk was especially well received due to his unusual 
qualifications which enabled him to speak authoritatively. Professor 
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Walmsley is a Certified Public Accountant in the State of Michigan and 
before becoming associated with Wayne University, where he teaches cost 
accounting and auditing, he was associated with Price, Waterhouse & 
Company and Ernst and Ernst. 

We have been advised by Gordon Crowder, National Membership 
Chairman, that Detroit Chapter’s net quota for 1947-1948 is 19 new 
members. At the December meeting of the Board of Directors it was 
agreed that our Chapter would have no difficulty in obtaining this goal 


LOUISVILLE — by T. E. Graves 


During the last few months we have continued to grow and now have 
a total membership of fourteen, with applications for two additional 
memberships pending. 

At our meeting on November 19, 1947, our President, H. D. Wood- 
cock led a discussion on “A Program for the Reconciliation of Cash,” 
and Robert Wilkes spoke on “Safeguards Against the Duplicate Pay- 
ment of Invoices.” 

The subjects discussed at the regular meeting on December 17th 
were, “Methods of Controlling Work in Process Inventories,” under the 
leadership of J. Emmet Gerstle, and “To Whom Should the Internal 
Auditor Report?” by J. F. Dryden. 

“Internal Auditing in a Public Utility,” and “Modern Internal Audit- 
ing —Its Extent and Limitations,” were the subjects for our January 
21st meeting. W. J. Glover and T. E. Graves were the speakers. 

The attendance at these meetings and the interest shown in the sub- 
jects discussed were most stimulating and satisfactory. 


MIAMI — by James D. Traney 


At the November meeting Bill Procter gave a very interesting report 
about the Annual Convention which he attended in Detroit. The Chap- 
ter was very much impressed with the plans for the coming year and 
the accomplishments of the organization during the past year. 

Through the good influence of Herman Osteen, the American Brew- 
ing Company turned over their rathskeller to the group for the Annual 
Christmas party in December. Ted Loos had arranged for a very fine 
dinner after which the meeting was turned over to the group for an in- 
formal discussion of various experiences of interest to the organization. 


MONTREAL — by J. W. H. Maxwe tr 


The Montreal (Canada) Chapter resumed activities for the current 
Chapter year after much planning and ground work being laid in. The 
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meeting date was changed to the fourth Monday of each month and 
a new meeting place had to be found. 

The Programme Committee is to be congratulated on the splendidly 
balanced slate being carried out for the season of 1947-48, and, through 
the efforts of the Membership Committee, we are certainly coming in 
for our share of new applicants of the right type for members. 

The season’s initial meeting held in September was very well attended 
and was very ably addressed by H. Heward Stikeman, B.A., B.C.L., 
formerly Assistant Deputy Minister of Taxation (Legal), on the subject 
of the “Revision of the Income Tax Act.” 

The October meeting took the form of a Debate: “Resolved that the 
Internal Auditor should be in charge of the Methods Work,” and the 
November meeting was addressed by E. G. Hildebrand, Assistant Vice- 
President of The Bell Telephone Company of Canada, on the subject of 
“Job Evaluation.” 

January meeting heard an address on “Foreign Exchange Control” 
presented by L. Boissonnault, Montreal representative of the Foreign 
Exchange Control Board. 

With such an interesting and instructive programme as has been 
prepared for this season and a steady growth in membership, watch 
Montreal Chapter progress. 


NEW YORK — by Joun R. Done tk 


Mr. William V. Carver, of the Socony-Vacuum Oil Co. and Chair- 
man of the Program Committee, was the discussion leader for the meet- 
ing of November 20th. He introduced Mr. W. H. Dickie and the mem- 
bers of his panel, Mr. S. P. Constable and Mr. T. W. Inseal, all of the 
Standard Oil Company of New Jersey. 

After giving a brief introduction of the subject, Mr. Dickie called 
upon Mr. Constable to read his paper on “Internal Control and Attest 
Procedure,” which was followed by Mr. Inseal’s paper on “Internal 
Auditing,” both papers being based on the procedures and practices of 
their company. 

The questions and general discussion following the presentation 
indicated a lively interest in the subject matter. 

Mr. Latimer, Chairman of the Educational Committee, gave his 
report on the first meeting held this fall on the evening of November 
18th, and stated that 23 students representing 11 companies had attended, 
but that no student from a public accounting firm was among this group. 

Mr. Latimer also stated that Mr. Bradford Cadmus gave a talk on 
the history of Tue Institute, and Dr. Victor Brink, principal speaker 
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of the evening, gave a talk on the responsibilities of the Internal Audi- 
tor, a subject in which the students displayed considerable interest. 

At the January 15th meeting, Mr. J. M. Flaherty, of Shell Oil Com- 
pany, gave a paper on “Selection, Training and Placement of Members 
of the Internal Auditing Staff.” 

Phillips C. Salman was the discussion leader; and comments led to 
the conclusion that the advance in the science of Internal Auditing can 
be brought about only by proper selection and training of audit staff 
personnel. 


PHILADELPHIA — by James M. Apxrins 


Due to the fact that our regular October meeting conflicted with 
the date of the National Conference in Detroit, a joint meeting with 
the Philadelphia Chapter of National Association of Cost Accountants 
was arranged. The meeting was addressed by J. S. Siedman, C.P.A., 
on the subject “Catching Up With Employee Frauds.” Mr. Siedman 
is a nationally known speaker whom some of us have enjoyed hearing 
before, and he presented his material in his usual interesting fashion. 
The meeting was very well attended by both the internal auditors and 
cost accountants. 

The November meeting was addressed by Mr. J. O. Samans from 
the Auditing Department of The Atlantic Refining Company. His sub- 
ject “Internal Audit of the Purchasing Department” did not suggest that 
we were to hear an excellent outline for making “Methods and Proce- 
dures” audits of any department. The thinking of those making finan- 
cial avdits only should have been stimulated and broadened by the 
efficient and complete program which Mr. Samans presented. 

Mr. Walter W. Cenerazzo, National President of American Watch 
Workers’ Union addressed the December meeting. His subject was 
“What Does a Union Want to See in the Books?” He advocated co- 
operation rather than conflict among employers, employees and Govern- 
ment as the best antidote for all forms of socialism which are being 
offered to workers throughout the world. His two articles published 
in the Reader’s Digest, “Labor Reform by Labor,” November, 1944, and 
“Class Struggle Isn’t the Answer,” in December, 1946, are well worth 
reading. 

We were very fortunate in January in having as speakers, our fellow 
member, John W. Mullikin, Auditor of The Philadelphia National Bank. 
His subject “Internal Audit of Cash and Securities” was one of interest 
to all of us. Nearly all present had some personal interest in this sub- 
ject and a very interesting discussion followed. 
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PITTSBURGH — by W. H. Lippte 


Mr. Albert C. Supplee, Manager of the Pittsburgh Office of United 
States Fidelity and Guaranty Company, was the guest speaker at our 
November meeting. His subject “Why Carry Dishonesty Insurance?” 
was adequately illustrated with cases and proved very interesting to all 
in attendance. 

At our December meeting, Member James Clarke, Director of Audits, 
Westinghouse Electric Corporation, led a round-table discussion on the 
subject “Various Means of Verifying Accounts Receivable.” Mr. Clarke 
presented an excellently prepared paper on the subject, after which much 
discussion was had. It would appear that present-day conventional 
methods of Accounts Receivable verification are very costly based on the 
usual meager results obtained. Consequently, thought should be given to 
a possible change in procedure. 

Our January meeting was of the forum type. Member W. H. Liddle, 
Chief Internal Auditor, Jones and Laughlin Steel Corporation, sum- 
marized the highlights of articles written to date on the subject “De- 
preciation on Replacement Value.” This important and complex subject 
provoked much “pro and con” discussion. 

We were very happy to have three members of the Cleveland Chap- 
ter meet with us at our January meeting. Mr. Harold D. Schroeder, 
President of the Cleveland Chapter, participated in our discussion, offer- 
ing some very good points. 


ROCHESTER — by A. Witutam Knitter 


The organization meeting of the Rochester Chapter, on September 
25, was highlighted by the presence of Mr. Arthur J. E. Child, of Can- 
ada Packers Ltd., Toronto. In addition to a very valuable discourse 
on the activities of Tue Institute, Mr. Child reviewed the Internal 
Audits function of his company. 

The first regular meeting of the Rochester Chapter was held on 
October 23. The subject for this meeting was “The Internal Audit Pro- 
gram” and was discussed by Mr. Winthrop E. Heyer, Assistant Treas- 
urer of the Ritter Company and Mr. A. William Knittel, Internal Audi- 
tor at the Kodak Park Plant of the Eastman Kodak Company. 

In November, a program of the “Information Please” type was held 
with Mr. A. W. Weigel of Corning Glass, Mr. John G. Bittner, of Birds 
Eye — Snider and Mr. W. S. Connelly of Eastman Kodak as members 
of the panel. 

In December, the Chapter moved to the Hotel Normandie, for its 
dinner meetings. Brad Cadmus came up from National Headquarters 
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to advise the Chapter of the current activities and future plans of the 
National Organization. An unexpected guest at the December meeting 
was Mr. R. G. Foster, General Auditor of the Kaiser-Frazer Corpora- 
tion who, during the technical session, described the internal Audit Pro- 
gram and the activities of the Auditing Department at Kaiser-Frazer. 
The scheduled program was deferred until a later meeting. 

The subject for the January meeting was “The Internal Audit Pro- 
gram and Audit Agenda.” The speaker, Mr. A. William Knittel, con- 
tinued the discussion of this subject begun earlier in the season. 

The program for the remainder of the year is in the process of 
formation. The scheduled speakers for the February and March meet- 
ings have not as yet accepted definitely. However, for the April meet- 
ing, the subject will be “The Coordination of Internal Auditing and 
Methods,” and will be discussed by Mr. Frederick M. Upchurch, of 
the G. I. F. Farm Service Inc., Ithaca, New York. 


SAGINAW VALLEY — by R. E. Ernst 


Our January meeting was held in one of the conference rooms at the 
Bancroft Hotel in Saginaw. Our speaker for the meeting was Mr. Victor 
Long, of Buick Motor Division, whose topic was “Auditing Cost-Plus 
Fixed-Fee Construction Projects.” Mr. Long’s experience in auditing 
Buick’s postwar construction costs made him well qualified to speak on 
this subject. A very active round-table discussion followed, with all 
members as well as guests participating. 

Although the majority of our members are from Flint, the last two 
meetings have been held in Saginaw for the purpose of attracting poten- 
tial members from Saginaw and Bay City. With this in mind, we hope 
to substantially increase our membership in the near future. 


ST. LOUIS — by A. E. Scuuricut 


Chapter activities were resumed at the September meeting at which 
we were privileged te hear Mr. Fred H. Doenges, Resident Manager of 
the Fidelity and Deposit Company of Maryland, outline case histories 
of defalcations from an internal control viewpoint. 

At the October meeting Mr. Owen S. Smith, District Manager of 
the Statistical Tabulating Company discussed with us “Internal Check 
and Control through Machine Accounting and Tabulating.”’ 

The St. Louis Chapter was invited to attend the meeting of the 
St. Louis Chapters of the National Association of Cost Accountants on 
November 18th at which meeting a panel of four speakers, two of our 
members included, presented the subject, “Internal Control and Audit” 
from the following points of view: (1) general important aspects; (2) 
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manufacturing industry; (3) railroad or service industry and (4) public 
accounting. 

The December meeting was scheduled for a paper on “Internal 
Audit Control of Inventories” by Mr. Kenneth B. Mages, Executive 
Assistant to Comptroller of Stix Baer & Fuller, St. Louis. 

The January 8th meeting was devoted to a discussion of “Account- 
ing for Tax Purposes,” presented by Mr. Merlin A. Muth, C.P.A., head 
of the Tax Department of one of our largest accounting firms. 

Mr. Earle H. Cunningham, our National President, was present 
at our February 12th meeting, and the March 11th program has been 
committed for a discussion of “Auditing for Profit,’ by Mr. John W. 
Ebert, Auditor of the Wabash Railroad. 

As a general commentary we wish to report the discussion period 
subsequent to the presentation of papers has ordinarily run for a period 
twice as long as the time taken by our speakers, and in many meetings 
has continued informally after official adjournment. 

Eight of our members including the Chapter President and Secre- 
tary were present at the Detroit Conference. 


SAN FRANCISCO — by H. E. Carmicnaeri 


For the November 1947 meeting W. K. Minor, Assistant Comptroller 
of the Standard Oil Company of California, prepared a paper on “Mate- 
rial Planning and Control.” Mr. Minor was unable to attend the meet- 
ing, so his excellent paper was presented by Victor H. Roman, Manager 
of the Organization and Methods Division of the Standard Oil Com- 
pany. 

At the December 1947 meeting Associate Member Claude R. Giles, 
Supervisor of Lybrand, Ross Bros. and Montgomery, gave a very in- 
structive presentation of “Modern Internal Auditing and Its Develop- 
ment Over the Past Twenty Five Years.” 

Ralph Knott of the firm of McKinsey and Company, Management 
Consultants, well-known authorities on accounting, delivered a paper on 
“Control and Check” at the January 1948 meeting. Mr. Knott drew the 
largest attendance in the history of this Chapter, 63 members and guests 
being present. 


TORONTO — by J. A. Brarr 


The speaker at the October meeting, Mr. H. W. Temple, was intro- 
duced by Mr. Walter Markle. Mr. Temple spoke on “Personnel Train- 
ing,” illustrating his talk with examples in his work with the Canadian 
Vocational Training Scheme for ex-service personnel. He emphasized 
the importance of training employees by the “Training Within Indus- 
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try” Courses sponsored by the Scheme and stated that, to be effective, it 
is vitally important to follow up this training. 

The speaker at the November meeting was Mr. J. S. McLean, Presi- 
dent of Canada Packers Limited, and one of the foremost figures in 
Canadian business. 

Mr. McLean’s subject was “What Management Expects of Ac- 
countants and Auditors.” During his early business career, Mr. Mc- 
Lean discovered that the value of accounting statements depends on 
two things: 

(1) The fullness in which they tell the story of the business. 

(2) The promptness with which they are submitted to manage- 

ment. 
“The Accountant is the one man who can equip the General Man- 
ager with the material he must have in order to make sound decisions,” 
said Mr. McLean. An essential for an Accountant, according to him, is 
the possession of the “Accounting Spirit.” 
As for the part played by Internal Auditors, Mr. McLean stated 
that: “The Internal Auditor must have his eye and his mind trained 
all the time on the vital problem of simplifying the accounts and the 
operations of the business to the simplest possible expression, and then 
seeing to it that these accounts are put in the hands of management 
at the earliest possible date.” 
The December meeting was addressed by five members of the Chap- 
ter, who dealt with special features of the audits of their particular Com- 
panies, as follows: 
Norman L. Jackson of Famous Players Canadian Corporation 
Limited, on “Theatre Tickets.” 

George Richardson of the Dominion Bank, on “Workings of the 
Inspection Department of a Bank.” 

E. Paterson of MacLean-Hunter Publishing Company Limited, on 
“Verification of Subscription Cash.” 

Norman S. Ireland of Canada Bread Co. Limited, on “Control and 
Audit of Salesmen’s Route Transactions.” 

Bruce C. Willis of Shell Oil Co. of Canada Limited, on “Control of 
Bulk Products.” 


TULSA — by G. T. Bopman 


On November 13, 1947, there was a very interesting meeting with 
twenty-four present at which Mr. T. H. Connor, Supervisor of District 
2, Oklahoma Tax Commission, gave a very interesting discussion on the 
Oklahoma Sales and Use Tax. This talk brought out many features 
in which internal auditors are vitally interested. 
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December !ith was the occasion of the regular monthly meeting 
with twenty members present. Professor Morris M. Blair, Professor 
of Statistics and Economics, College of Business Administration, Uni- 
versity of Tulsa, illustrated the value of statistics, graphs, and drafts to 
business in general with particular application for the internal auditor 
to present his findings. 

The regular monthly meeting for January was postponed to Jan- 
uary 15, 1948, at which twenty-one persons were present. Mr. Earl 
H. Amos, Manager of the Tulsa District Office of the Social Security 
Administration, gave a most interesting talk on the development and 
operation of social security laws as especially applied to old age benefit 
and survivorship insurance. His talk was followed by a period of ques- 
tioning of considerably more than an hour, at which points of particular 
interest te internal auditors were discussed. 


TWIN CITIES — by R. J. Harrican 


Our preference for the discussion type of meetings under the spon- 
sorship of our members for the first year is proving highly satisfactory. 
Interest and attendance has been excellent, and the questions from the 
floor are numerous and thought-provoking. 

At the November meeting our Chapter Secretary, Mr. K. N. Het- 
land, Assistant Comptroller, Gamble Skogmo, Inc., presented a talk on 
“Retail Store Auditing.” 

The meeting scheduled for December was postponed in order to 
avoid conflict with a last minute change in meeting nights on the part 
of the NACA. Our best alternative was two meetings for January. 

On January 8, 1948, we had two discussion leaders, E. H. Odean, 
Auditor, Minneapolis Honeywell on “Audit of Receivables,” and A. A. 
Wilson, Division Controller, Pillsbury Mills, Inc. on “Verification of 
Inventories.” 
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WHAT OUR READERS THINK 


Max Kenyon suggests: 


“T think many of our readers would be interested in an article on 
the subject of the relationship between the functions and duties of the 
Internal Auditing Department and those of the Systems and Methods 
Department. Where do the two functions overlap and where do they co- 
ordinate? A description of the experience of a company which has 
satisfactorily worked this out would be helpful to the rest of us. 

“Another live topic is the relationship of internal auditing to proce- 
dure-manual preparation, maintenance and compliance. It has several 
aspects worth looking into.” 
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CHAPTER MEETING DATES 
AND PLACES . 

HE following list of meetings dates and places has been compiled 

for the benefit of itinerant members of Tue InstitTUTE. 


Chapter Meeting Date Meeting Place 
CHICAGO Third Wednesday Bismarck Hotel 
Cunvmane Fourth Wednesday Hollenden Hotel 
DayTon Fourth Monday To be announced 
DETROIT Fourth Tuesday Wardell-Sheraton Hotel 
Los ANGELES Second Tuesday Los Angeles Athletic Club 
LoulIsvILLE Third Wednesday Seelbach Hotel 
MIAMI Second Tuesday Downtown Club 

Seybold Arcade 
MILWAUKEE To be announced To be announced 
MONTREAL oa, aw The Four Hundred Club e . 
New ENGLAND Third Tuesday Hotel Vendome 
New York ~ a Hotel Martinique 
PHILADELPHIA Second Monday Engineers Club 
PITTSBURGH Second Thursday Fort Pitt Hotel 
ROCHESTER Third Thursday Hotel Normandie 
SAGINAW VALLEY Third Tuesday To be announced 
SAN FRANCISCO Second Wednesday Army and Navy Club 
St. Louts Second Thursday Lennox Hotel 
Toronto Last Friday Royal York Hotel 
TULSA Second Thursday Hotel Tulsa 
Twn Crtres Third Wednesday Curtis Hotel 
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Total at 
Sept. 30, 
Chapter Members Associates Juniors Total 1947 
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Dayton 33 5 2 40 36 
Detroit 95 13 8 116 112 
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Louisville 13 2 _ 15 13 
Miami 18 3 6 27 24 
Milwaukee 25 3 1 29 28 
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Rochester 13 — 1 14 12 
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St. Louis 43 6 7 56 52 
San Francisco 54 11 26 91 81 
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* * Tulsa 19 4 1 24 21 
Twin Cities 25 3 | 29 27 
Non-Chapter 101 8 7 116 101 
Tora 1101 155 150 1406 1322 
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ADMITTED DURING PERIOD 
OCTOBER 1, 1947 TO JANUARY 31, 1948 
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J. C. McC. WILKIN 
Ethyl Corporation 
JULIAN C. WILKINS 
The Glenn L. Martin Company 


JOHN MUIR WILLIAMS 
I. Du Pont de Nemours & Company 


LEWIS D. WILSON 
I. Du Pont de Nemours & Company 


JOHN W. WIRTH 
Jewel Tea Company, Inc 


CARL WOLF 
Century Electric Corporation 


H. J. YOUNG 


Goodyear Tire & Rubber Company 


TRANSFERS 


Junior to Member 


ARTHUR A. FALLON 
ROY B. HAZARD . 
FRED E. HENDERSON . 
ELMER JOHNSON 
LEONARD A. MILLER 
RICHARD H. MORSE 


THOMAS P. PENNYCOOK . 


GEORGE F. RAITT 


ELWOOD ZIMMERMANN . 


New York Chapter 
San Francisco Chapter 
San Francisco Chapter 
Chapter 
Chapter 
Chapter 
Chapter 
Chapter 
Chapter 


San Francisco 
Cleveland 
San Francisco 
New York 
New York 
New York 


BUSINESS AFFILIATION CHANGES 


WILLIAM H. GARBADE 
Deep Rock Oil Corporation 


RICHARD N. GRAEHL 
F. R. Knowlton & Son 


LANCELOT JACQUES, Ill 
American Chain and Cable Company, Inc. 


ROBERT H. KOFF 
Bigelow-Sanford Carpet Company 


JOHN B. THURSTON 
Wallace Clark and Company 
SYDNEY WILLIAM WHITE 


Price, Waterhouse and Company 

















EMPLOYMENT SECTION 


HE Employment Section is intended to be of assistance 

to Institute members desiring to make new connec- 
tions and to companies having internal auditing positions 
available. The names of interested members or of com- 
panies requesting space in this section will remain anony- 
mous, if desired. 


All communications should be addressed to The Secre- 
tary—Tue Institute or INTERNAL Avupitors, Room 404, 
120 Liberty Street, New York 6, N. Y. Reference should 


‘tw? 


be made to the Box “E” number. 








WANTED 


INTERNAL AUDITOR—under thirty, domestic service 
with large organization, with opportunities for foreign serv- 
ice. Should have prior experience as junior or semi-senior 
with public accounting firm or several years as internal au- 
ditor. When replying submit resume of experience with other 
pertinent personal facts. Reply to Box No. E 148. 





SUBSCRIPTION ORDER 


Tue INTERNAL AUDITOR, 
120 Liberty Street, 
Room 404, 

New York 6, N. Y. 


Please enter my subscription for THe Internat Avupritor 


for 


sigunelabensiiaiie year(s) beginning with the issue for the .............. 


quarter, at the rate of $4.00 per year. 


DS WIS BD sisisietincies in payment thereof. 
ERIIIIED,. - disisisinissintasicleeicnscniessestiibiuneiiiapinntshntnipiniaioumen’ 
ED ahidiinbandsciedindnbsteindnsiSinienpcitiaiabeninstiaiiitaniak 
Gt = eichiciinninniteibiinsitnntittieninnninnil Zone 
SEY. —-_-:.aooisiienondalhasiiniiatichintcenonnnigsinsisiidiacinibdniaiaii 








